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FORE WORD 


Special winter American Marketing Association conferences 
under the auspices of the Teaching of Marketing Committee and 
with the Joint Aliied Social Sciences Association, were inaugu- 
rated in 1954, with the meeting held in Detroit, Michigan. Act- 
ing on encouragement from our national officers, Professor 
Schuyler F. Otteson of Indiana University, then Chairman of the 
Teaching of Marketing Committee, planned and directed the his- 
toric conference publicized under the theme ''Frontiers in Mar- 
keting Thought" 


In planning that conference, it was learned that teachers de- 
sired midwinter meetings with the following not more than two 
days duration, opportunity to attend or participate in American 
Economic Association meetings, no expensive luncheon or dinner 
meetings, low registration fees, and emphasis upon contributions 


to marketing knowledge rather than teaching methods or techniques 


These attributes were accepted by the 1956 Program Com- 
mittee as an indication oi the continuing desires of teachers. In 
the spring of 1956, a questionnaire was mailed to all teaching 
members of the Association to ascertain their specific interests 
regarding program content. Many valuable suggestions were re- 


ceived about major program sessions and special interest ses- 


sions to be held under the auspices of subcommittees on the teach- 


ing of specific marketing subjects 


The Program Committee met in June to review these ques- 
tionnaires. After considerabie study, it became apparent that the 
dominant interest was dynamics in marketing, especially with 
reference to the manner in which specialized marketing institu- 
tions have responded or tailed to respond to changes in the social 
and economic environment during the past decade. Accordingly, 
major general interest sessions were planne.’ 2x>cund the general 
theme of adaptive behavior among retailing institutions, whole 
saling institutzons, and facilitating agencies of marketing 


Other special features of this conterence included a joint ces- 
sion with the American Economic Association on ''Price and 
Product in the Distributive Trades", a major meeting in whic! 
the 'Role of Teachers in the American Marketing Association" 
was discussed by the A M A. President and three distinguished 
Professors, an evening meeting under the auspices of the Teach- 
ing ot the General Marketing Committee on '' Problems Relating 
to the Future Supply of Marketing Teachers"; and a number of 
special interest sessions conducted by the Subcommittees on the 
Teaching ot Advertising, Marketing Research, Retailing, Foreign 


} 
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Marketing, Industrial Marketing, Sales Management, and Selling 


Total registration for the conference was 323, of which 230 
or 71 percent were identified as teachers and 93 or 29 percent 
were engaged in non-academic occupations. All portions of the 
United States were represented in the registration and several 
came from foreign countries (Canada, Norway, Italy and 
Argentina. 


The success of this program was the result of tireless efforts 
on the part of many persons. Members of the Program Commit- 
tee who were responsible for planning and directing the major gen- 
eral interest sessions include the following 


Milan R. Karas, University of Cincinnati 
Samuel C. McMillan, University of Connecticut 
Alfred Seelye, University of Texas 

Kenneth Wilson, Michigan State University 


The mechanism and facilities for conducting a most efficiently 
managed conference were the responsibility of a special Local 
Arrangements Committee with the following membership 


Wenzil K. Doiva, (Chairman) Western Reserve University 
Harold A. Baker, (Hospitality) John Carroll University 

Vance Chamberlin, (Registration) Fenn College 

Alva B. Crobaugh, (Information) Baldwin- Wallace College 
Clay H. Hollister, (Recept:on) Case Institute of Technology 
John C. Hoyt, (Publicity) National Machine Tool Builders 
Kingsley H. Keiber, (Treasurer) Western Reserve University 
Kenneth Lawyer, (Arrangements) Western Reserve University 
Walter L. Mitchell, (Displays} Case Institute of Technology 


Special interest sessions relating to specific course areas were 
conducted under the auspices of the various Teaching of Market- 
ing Subcommittees, and were the primary respons?bility of the 


following persons 


Advertising 
Chairman Martin V. Marshall, Harvard University 


Vice Chairman Maurice Mandell, Bowling Green State Univ 


Foreign Marketing 
Chairman: John Fayerweather, Harvard University 


Vice Chairman Harold Kellar, City College of New York 


General Marketing 


Chairman: Taylor Meloan, Indiana University 
Vice Chairman: Robert J. Holloway, University of Minnesota 


Industrial Marketing 


Chairman Thomas A. Staudt, Michigan State University 
Vice Chairman John Rath, Wayne University 

Marketing Research 

Chairman: Robert Ferber, University of Illinois 

Vice Chairman: Donald Blankertz, University of Pennsylvania 
Retailing 

Chairman A. H. Chute, University of Texas 

Vice Chairman: J. D. Butterworth, University of Florida 


Sales Management 


Chairman Richard R. Still, Syracuse University 
Vice Chairman Robert H. Myers, Miami University 
Selling 

Chairman Milburn D. Wright, San Jose State College 
Vice Chairman W. R. Bennett, University of Alabama 


In addition, the Committee is indebted to Charles W. Smith, 

A. M.A. President, and William C. Gordon, Jr., A. M.A. Exec- 
utive Director, for their interest, encouragement, and valuable 
assistance, to Mrs. Marguerite Kent, A. M.A. Executive Assis- 
tant, for help on publicity, especially in the A. M.A. Monthly 
Bulletin, to Robert D. Buzzell of The Ohio State University, who 
has labored long and hard as the Editor of these Proceedings; 
and to all of the participants who contributed papers and discus- 
sions at the conference and in these Proceedings. 


William R. Davidson 

Ohio State University 

General Program Chairman and 
Chairman, Committee on the 
Teaching of Marketing 


ADAPTIVE BEHAVIOR IN RETAIL TRADE 


SUPERMARKETS AND THE CHANGING 
TIMES 


E. A. Brand 
Director, Curriculum in Food Distribution 
Michigan State University 


Supermarket operators have been and will continue to be 
leaders in the retail field and have kept ahead of the changing 
times. In fact, food industry leaders have a saying: ''Super- 
market operators have to run in order to stand still". A few of 
the areas of change are: 


Pricing. Supermarket operators were the first and probably the 
only retailers to date using a flexible markup system. Markups 
range from about 5 to 50 per cent, depending on the item and the 
cost of handling. Today the average margin for food retailers is 
16 to 18 per cent. The dollars and cents that can be realized 
are more important than per cent of margin with the result that 
merchandise is priced to move in volume. This is certainly a 
departure from the concept of maintained markup per cent. 


New Food Items. Not too many years ago the food store stocked 
and sold a few hundred items. Today the supermarket stocks 
over 5,000 food items. A large part of this change is due to the 
development of convenienese foods, such as prepared cake mixes, 
etc. Also, the development of ready-to-eat or heat and serve 
items has added a large number of items. The food store today 
sells ''built-in-maid-service" at a cost of approximately forty 
cents per hour. Ina large measure many of these changes have 
been made possible by the use of new processes of food preser- 
vation, such as freezing. The large frozen food sections in to- 
day's supermarket provide a very visible indication of these 
changes. The use of antibiotics and radiation will bring about 
many more changes in the near future and the food stores will 
keep pace 


Non-Foods. Today's food store is becoming more and more a 

one stop shopping center. It is important to note that the super- 
market is not changing its fundamental policy of operation to add 
non-food items. Any item to be stocked continuously in a super- 
market must be purchased by large numbers of people and have 

a high repeat purchase pattern. In other words, large volume 
with a high rate of turnover is a prerequisite to supermarket 
stocking of any item. Witness the health and beauty aids, kitchen- 
wares, hardware, soft goods, etc., currently being stocked in 
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supermarkets. The new merchandise department in a chain store 
organization is continually searching for and testing new items 
both food and non-food to add to the already large numbers of 
items stocked 


Store Building. Few supermarkets that are five years old have 
not been remodeled or abandoned. This appears to be the highest 
rate of obsolescence for retail outlets. True, there are many old 
supermarkets but in the total picture they are in the minority. 
Supermarkets are becoming larger, such as the Henry Eavey 
Supermarket in Fort Wayne, Indiana having 80,000 square feet 
and 50, 000 square feet devoted to selling area. Stores are be- 
coming more luxurious and costly. To attract Mrs. Consumer 
today requires attractive and pleasant surroundings. Store layout 
and displays are designed to create more impulse sales. Weekly 
volume per store is increasing each year. Not long ago $20, 000 
per week was considered ideal. Today $50,000 per week is com- 
mon with stores doing two, three and four times that amount. In 
the near future the average supermarket will be selling $100, 000 
per week. The supermarket building is certainly changing with 
the times and plans and forecasts by industry leaders indicate still 
greater vision and change ahead 


Merchandising. The increased volume in supermarkets is not due 
entirely to bigger and better stores. The in-store merchandising 
is responsible for increasing the sales per customer. Many 
stores are averaging five to ten dollars as the average sale. Part 
of this increase is due to higher prices but a large portion is due 
to improved selling techniques and additional items. Displays and 
display fixtures are an important factor. The obsolescence of 
display fixtures is greater than that for the building; very few stay 
in use as much as five years. Refrigerated cases, which are ex- 
pensive, have a useable life of less than five years. Then too, 
promotion gimmicks such as trading stamps, premiums, etc. help 
increase the average sale. The important consideration in using 
a promotion gimmick is to get customers to buy more items and 
concentrate their purchases in one store rather than several. 


Advertising is an important factor in the high sales volume 
achieved by supermarkets. Food ads not only list items sold in 
the store, but include meal planning suggestions such as menus, 
and information on new products available for better living. 


Services. Often people assume that the supermarket has elimi- 
nated all the services and is a non-service institution. Self-service 
is a selling device and many services are provided to make shop- 
ping easier and more enjoyable. The first retail outlet to provide 
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customer parking lots was the supermarket, in fact most super- 
markets provide large parking lots. Check cashing is an impor- 
tant service, with many supermarkets cashing checks totaling two 
to five times their sales. Automatic doors (electric eye, magic 
carpet) and now the air curtain are supermarket musts. Air con- 
ditioning and carry out service are standard supermarket services. 
Progressive food distributors provide services that make shopping 
enjoyable. 


Combinations and Consolidations. Food distribution being an es- 


sential business patronized by everyone and requiring approxi- 
mately one-fourth of the expendable income, it thrives on domi- 
nance. This situation invites bigness both as to the number of 
retail outlets in an area and the size of the territory included in 
the operation. A mobile population such as we have in the United 
States creates advantages to the company covering the largest 
territory. Also the tax laws and excess profits taxes provide ad- 
vantages to consolidation into larger businesses plus the ease 
with which mergers can be accomplished and the benefits accruing 
therefrom make them frequent occurrences in the food business. 
The future will no doubt bring about more national chains as well 
as more regional chains. 


This does not mean that the independent will not have a place 
in the future food distribution function. Through combining into 
voluntary and cooperative groups, they too can gain the advantages 
of bigness without some of the overhead created by a large ad- 
ministrative organization. The independent is today and will con- 
tinue to be the greatest competitor of the food chain 


RIGIDITIES IN FOOD DISTRIBUTION 
As may be expected, all is not easy in the food distribution 


business. There are a number of rigidities that tend to delay 
progress. Some of these are: 


Personnel. Probably the greatest need in the food distribution 


industry today is competent personnel to staff the rapidly growing 
organizations. Career people are needed to operate large stores 
employing a hundred or more people, to operate branch offices 
which includes supervising, buying, merchandising, advertising, 
personnel, real estate, finance, etc.; and home office operations 
which include many more career opportunities 


Finance. Another rigidity is the problem of financing the rapid 


expansion and remodeling programs planned by all progressive 
leaders. Sale and leaseback of real property is very popular but 
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relatively slow. Also a current trend by some banks and insur- 
ance companies to consider lease-back contracts as expense ob- 
ligations only and not a financial contract which impairs further 
borrowing is making faster expansion financing possible. 


Warehouse. Locating and building warehouses to supply new stores 
is another rigidity. Stores located 80 to 100 miles from the ware- 
house can be supplied at reasonable cost. Expansion beyond the 
reasonable cost limit necessitates added costs in transportation or 
the construction of a warehouse before sufficient volume can be 
developed through the building of a sufficient number of stores to 
operate a warehouse at normal cost 


Advertising. A supermarket to be dominant in any area must ad- 
vertise in sufficient volume in each area to create an impression 
of dominance in the mind of the housewife. To keep the cost of 
advertising at a reasonable level per store requires stores located 
throughout the area to avoid lost circulation caused by not having 
stores available to shoppers in the entire trading area of the ad- 
vertising media. The time lag between starting to develop an area 
and the completion of stores to service the area creates a high cost 
situation. 


These rigidities can be solved in part by the acquisition of 
stores and warehouse facilities already servicing the area. Of 
course, the personnel of acquired companies adds at least a work- 
ing force and often produces very capable management personnel. 
Buying out small chains is beneficial in the development of new 
areas and may be a tax benefit if the operation has a favorable tax 
credit position. 


CONCLUSION 


Consumers spend approximately one-fourth of their expend- 
able income on food. Food processing and distribution is the 
largest and most important segment of business in the United 
States today. Food retailers are the most progressive and effi- 
cient merchants, doing business on an average of 16 to 18 per 
cent of margin and a net profit on sales after taxes of one per 
cent. Last year the average for food chain stores was .99 per 
cent. For a net profit of approximately one per cent on sales, 
the supermarket operators lead in terms of pricing; adding new 
items, both food and non-food; provide the most modern and up- 
to-date stores and facilities; provide the services which make 
shopping more enjoyable for their customers, merchandise and 
advertise their products to maintain high weekly volume. In 
addition to this they conduct extensive training programs to create 
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a supply of trained young men and pay them wages plus fringe 
benefits equal to industry averages or higher. 


The supermarket operators are indeed leaders in distribution 
and will continue to keep ahead of changing times 
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DISCUSSION 


Samuel Frankel 
Vice President, ACF. Wrigley Stores, Inc. 
Detroit, Michigan 


My assignment today, as ] understand it, is to deliver an ob- 
jective critique of the paper just given by Ed. Brand. Todoso 
and to do it correctly would undoubtedly take a full week. Mr 
Brand's knowledge and understanding of the supermarket business 
is thorough and his presentation all inclusive. For me totry to 
cover every area from the standpoint of an operator would not do 
justice either to Mr. Brand or to his fine study. 


I think a closer look at a few of the more significant problems 
would be wiser, particularly in those areas which threaten our 
traditional position as low-cost retailers. A multi-unit operation 
(either on a local level or ona national scale) must produce an 
ever increasing volume per square foot and maintain constant 
growth to offset increased operating costs. A two- jawed vise of 
increased costs and tight money is slowly closing in on the super- 
market operator. Answers to this problem will be found in many 
ways -- a few of which we can discuss briefly today. 


One of the simpler methods to offset rising costs is to turn to 
higher profit merchandise, among them the non-food lines. Non- 
foods, of course, is not a new concept for supermarkets. Most 
of us carry these lines in varying degrees. Markets like Wein- 
garten's in Texas have approached the non-foods picture from a 
maximum concept with a complete attempt at one-stop shopping. 
Grand Union in New York recently departmentalized their opera- 
tion--their new stores are laid out from the blueprint stage with 
a non-food operation in mind. The stores are built for that pur- 
pose and they are using merchandising talent trained by variety 
and department stores. Other operations <arry partial lines in- 
cluding health and beauty aids, and still others are just beginning 
to get their feet wet 


At first glance, it would seem that the potential of non-foods 
in the supermarket operation knows no limits. This is not quite 
so. - the ultimate place of non-foods in supermarkets has a very 
definite ceiling. Although food stores will continue to increase 
and improve their non-food lines, they will do it on a highly se- 
lective, formulized pattern which will have to meet the basic con- 
cept of the supermarket operation 


A recent issue of Grey Matter, the monthly publication of the 
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Grey Advertising Agency, presented some of the more pressing 
demands of supermarkets in the area of non-foods. I will quote 
4 of the more salient points 


1. ''Food stores deal with pretty much the same core of 
steady customers. While the traffic flow is high, it gen- 
erally consists of the same faces making repeated visits 
to the same market. What we are saying is that the cus- 
tomer base of most supers is much smaller than is evident 
to the naked eye. It is, in more cases than not, too small 
to support any but the fastest turning lines 


2. ''The whole apparatus of food supers is geared to a tonnage 
velocity. Non-food items which demand piecemeal mer- 
chandising in terms of dozens and sometimes even single 
units are not easily absorbed into present day retail food 
machinery. 


3. ''Neither is the typical supermarket personnel organization 
suited to handling broad scale non-food lines. Personnel 
expense in food stores is low because the typical store 
seldom handles more than fifty classifications of merchan- 
dise. Thus, personnel costs begin to shoot upwards and 
tend to cancel out the effect of higher initial gross margins 
that looked so attractive on paper 


4. "'"Food supers are committed to gondola fixtured layout 
The opportunities for varying trom basic high inventory 
load gondolas are never very wide Yet the whole trend 
of merchandise display in non-food stores is toward vary- 
ing fixtured sections, tailored to the pinpoint requirements 
of the merchandise involved. '' 


With these limitations in mind, selection and merchandising 
of non-food lines will have to meet the following prerequisites 


1. Have high consumption velocity factors, i.e , toothpaste, 
shampoos, razor blades, hair pins, hosiery, facial 
tissues, toilet paper, etc. 


2. Can be handled in a tonnage operation: staple, minimum 
variety of colors, types, sizes 


1 


3. Require almost no customer de!iberation in the purchase. 


4. Are packaged with the same protection as are most food 
lines. 
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5 Have high -to:k turn potentials and require minimum 
space for display so as to meet supers' average quota of 
sales per square foot. The ‘act is that most super: have 
yet to begin to exhaust the volume possibilities of non-food 
lines whi fall within their natural volume turnover 
requirements 


The -e-ond jaw of the vise is the tig t money market. The 
financial limitations experien:ed by builder. and developers in 
the last year or so, and whi -h we can look forward to for the near 
future, has placed serious deterrents in the path of existing ex- 
pansion plans. Cost of store space is up more than 30% Prior 
to the tightening of -redit, supermarkets were a:quiring space at 
approximately $1 50 per square foot. Today, based on increased 
~onstruction costs, high interest rates, together with lower ap- 
praisals by in urance companies and other lending institutions, 
-ommer-ial development rates are approa-hing $2.00 per square 
foot 


Current lease-holds and those under negotiation will increase 
our fixed rent factor from approximately 1% to 142% within the 
next year If the financial squeeze <:ontinues, it is :on-eivable 
that rent may even go to 2%. Leases whi _h are being renewed 
after their original term, are being in reased to meet today's 

osts, despite the fact that the rapid ob olescence rate of exi ting 
markets make them less valuable today than they were when 
originally built 


Notable among their a= omplishments have been the super: 
markets' willingness to experiment, to test, and to innovate t.e 
coming growth in frozen foods Both pa -kaging and merchandising 
te=hniques will necessitate the testing of new produ ts and the ex- 
perimenting with new cases. This type of progressive mer-:han- 
dising requires more spa7’e and under today's money conditions, 
it is not prudent for supermarket operators to add costly space 
for experimental purposes’ So we find that the tight money market 
ic not only influen ing the rapidity of growth and the size of markets 
them-elves, but is setting up serious obstacles to progressive 
thinking in supermarket mer handising 


Existing units in every “hain operation are feeling the volume 
pinch due to the migration to the suburbs and the addition of :om- 
petitive stores. Expansion into the suburbs and constant remodel 
ing of existing units, are our prime necessity in order to maintain 
and increase total volume The tight finan-ial condition has re 
tarded this growth considerably through the resultant lessening of 
-oOmmercial developments. We have re-ently experienced instan:es 


es 
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where proposed and fully-leased shopping centers have been post- 
poned and even abandoned because such mortgage money, and at 
favorable rates, is not available. To combat these deterrents, 
many market organizations like our own are beginning to form 
their own real estate and development subsidiaries. This move 
will give supermarkets the facilities and the vehicle to buy or 
lease and build for themselves the necessary stores to sustain 
growth. Where necessary for the development of an area, this 
real estate subsidiary could also develop complete shopping 
centers with the advantage of allowing the operating company to 
lease space on an exclusive or more favorable basis with the 
right of first refusal. 


My discussion today has covered only two of the many facets 
of Supermarkets and the Changing Times. The problems pre- 
sented are not insurmountable. Supermarket operators in the 
past have shown great fortitude meeting new challenges and over- 
coming them with solutions that soon become a model for the 
entire retailing industry. Today's challenge will be met in the 
usual way and overcome with great rapidity. 


t 
ts 


DEPARTMENT STORES AND THE NEW COMPETITION 


John W. Wingate 
City College of New York 


TRADE POSITION 


In the last twenty years, department stores have been losing 
trade position. In 1935, they enjoyed 8. 6% of total retail trade 
and 4. 9% of disposable consumer income. In 1955, their share of 
retail trade had dropped to 5. 9% and of consumer income to 4%. 
Another way to make the comparison is to observe that dollar re- 
tail trade in 1955 was 5.6 times as large as it was in 1935, 
whereas department store trade was only 3. 8 times as large. 


The retail institutions that have gained substantially in trade 
positions during the same period are as follows: 


Proportion of Total 
Retail Trade 


1935 1955 
AUTOMOTIVE & FILLING 

STATION GROUPS 18.9 
LUMBER & BUILDING GROUPS 3.4 5.9 
FURNITURE & APPLIANCE GROUPS 3.9 5.4 


LIQUOR STORES 1.0 i.9 


Even though the food group's ratio to total sales declined 
slightly, food store sales in 1955 were over five times the 1935 
figure whereas - as already indicated - department store sales 
were not even four times as large 


Department-Store Type Merchandise 
When department store sales are compared with the sales of 


the major groups specializing in department-store type merchan- 
dise, the department stores make a better showing. The depart- 
ment-store type group includes, in addition to department stores, 
other general merchandise stores, apparel stores and furniture 
and appliance stores. In 1935, department stores enjoyed 29. 3% 
of the aggregate sales of all such stores. By 1955, the depart- 
ment store ratio had-declined to 26. 6% 
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The controlling factor accounting for the change is the phe- 
nomenal growth of the furniture and appliance stores with sales 
7.7 times the 1935 level. Currently, this group sells almost as 
much as department stores do, whereas twenty years ago its vol- 
ume was not even half that of the department-store group. 


The General Merchandise Group 
Within the general merchandise group itself - composed of 


variety stores, mail order houses, department stores and "'other 
general merchandise stores" - department stores have more than 
held their own. In 1955, they accounted for 54% of the sales of 
the group; in 1935 for only 50%. Variety stores also improved 
their position within the group, increasing from 15.2% to 16. 3%. 
The relative loss occurred primarily in the "other general mer- 
chandise" stores 


Among department stores themselves, the typical ones have 
not fared as well as the leading general merchandise chains - 
Sears, Ward and Penney. In 1935, the ten largest publicly owned 
department store chains had a combined sales volume of $713 
million which by 1955 increased 414 times to $3,237 million. But 
the three general merchandise chains, with their junior depart- 
ment stores, increased 6 times, from $904 million to $5, 497 
million. This increase was larger than that for total retail trade. 
Conservative Montgomery Ward increased its sales only a little 
over 3 times in this period, whereas Sears increased 9 times. 
Certain department store ownership groups, however, made ex- 
cellent progress, growing faster than total retail trade. These 
are Allied, Federated, Bulloch and City Stores 


Profits 

The department store's overall loss in trade position has been 
accompanied by a decline in its profit ratio. Profits after income 
taxes have tended down from 4. 25% in 1936 (and slightly more in 
1947) to 2.85% in 1955. However, profits were slightly lower than 
this from 1951 to 1954. In view of the rise in sales, the dollar 
profits of department stores are roughly twice what they were 
twenty years ago. 


Perhaps a more significant comparison of profits is relative 
to the investment in the business - that is to the capital and sur- 
plus. In 1955, this was typically 6%, ranging from 5% to 9%, the 
larger store classifications having the larger ratios. In 1935, a 
depression year, return on the net worth was typically 4% to 6%, 
not very much less, even though in that year stores showed an 
operating loss and earned their income entirely in the form of 
"other income". In amore normal year, 1939, return on net 
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worth was 7%. It is clear that department stores profits relative 
to sales have declined and that profits relative to net worth are 
not showing an upward trend 


The Discount House 

The relative increase enjoyed in the furniture-appliance group, 
referred to above, can be attributed to the rise of the discount 
house with its emphasis on appliances. Twenty years ago, the dis- 
count house was a negligible factor. A recent estimate by the U. S. 
Chamber of Commerce puts the sales of discounters of all types at 
25 billion dollars or 18% of total retail trade. While this figure 
may be exaggerated, it is clear that there has been a mushroom 
growth of bargain outlets, including farmers' markets and road- 
side stores that collectively do more business than old-time de- 
partment stores. In fact, Korvette's, a big discount house with a 
number of outlets, now calls itself a promotional department store. 
It does $55 million a year and is aiming at $225 million by the fall 
of 1958. Soft lines, not appliances, are to be allotted over half 
the space. 


The New Competition 

We can conclude from the above that the new competition of 
the department store is everyone that seeks a share of the con- 
sumer's dollar. The groups that have made the major inroads 
are the automotive stores, the appliance stores, particularly of 
the discount house type, the discount houses selling general mer- 
chandise and the food stores with their non food lines, 


REASONS FOR LOSS IN TRADE POSITION 


The department store's loss in trade position, and also in 
profits, may be attributed to two major factors: (1) the change 
in consumer values and (2) the inflexibility most department 
stores have exhibited for the better part of a generation. As 
living standards have risen, consumers have decided to put rela- 
tively more of their income into the automobile, more into build- 
ing and remodernization of houses, more into liquor, and rela- 
tively less into clothing. Lines that have been historically non- 
department store lines have gained as:endancy in the home budget. 


But it is the inflexibility or rigidity of the department store 
in meeting the new competition - particularly of the discount 
house and of the super market with its non-food lines - that ac- 
counts for some of the present difficulties. Of course, such 
rigidity is a common failing of most institutions with large fixed 
capital investments in a single location 
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Inilexibility has expressed itself in many ways, each of which 
deserve brief treatment: 


1. The prolonged commitment to the downtown location, which 
continued even after the trend toward suburban shopping had been 
well established. The delay was compounded by continual depend- 
ence upon public transportation, upon inadequate provision for 
downtown parking and upon old fashioned fixturing. 


2. Its continued adherence to the four or five functional type 
of store organization that became standard in the '20's is a second 
rigidity. This has led to delays in making changes since the con- 
cept of checks and balances is inherent in the functional type. 
Selling has not been treated as a key function and has been divided 
among store management, merchandising and publicity with the 
control division controlling the outlay for selling expense. Some 
feel that making selling everybody's business is a good thing, but 
there has been a tendency for the coordination of all selling activ- 
ities to become nobody's business 


3. A third inflexibility has been tardiness in effecting expense 
economies in view of rapidly mounting labor costs. Even today, 
most department stores operate on the theory that all customers 
must share in the cost of the expensive services that only a few 
demand. They have been slow to follow the lead of mail order 
houses in establishing cash prices for merchandise with separate 
charges for delivery and credit and they have provided more lib- 
eral guarantees and repair service than necessary. The Journal 
oi Retailing study (Winter 1955 issue) on ''Can Stores Curtail 
Services without Losing Customers ?'' presented convincing evi- 
dence that consumers prefer low prices to such services as C.O.D., 
delivery, clothing alteration and gift wrapping. 


In the matter of personal selling service, there has been an 
undue hesitancy to introduce self-selection and stream-lined sales 
handling methods. It has been insisted by department store man- 
agement that customers demand selling service and that controls 
with their elaborate paper work must be maintained. The service 
theory misses the key fact that open display, self-selection and 
quick completion of the mechanics of the transaction provide 
better service from the customer point of view. A few really in- 
formed and dedicated sales people available to those customers 
who wish expert help provide better service than general depend- 
ence on many uninterested clerks, who stand idle part of the time 


The control theory puts the avoidance of occasional loss above 
the continuing cost of the controls. Fortunately, it is finally 
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giving way to the concept of the ''calculated risk.'' For example, 
one department store chain until recently opened and inspected 
every appliance in the manufacturer's carton before delivery. It 
was found only one in 100 was defective. It now delivers the 
packages unopened at a saving greatly in excess of the cost of 
making an occasional replacement 


The delay in eliminating manual labor is also exemplified in 
connection with mechanical and electronic equipment to move 
goods and to keep records. Some department stores are just 
getting around to using mechanical sorting and tabulating equip- 
ment and experiments with electronics are just starting. 


4. A fourth inflexibility has been the failure of the department 
store since World War II to change its tactics in bidding for and 
holding executive material. Department store merchants are still 
largely wedded to the ''sink or swim!" philosophy that young men 
and women must earn their own way from the start and that the 
only education that counts is in the school of hard knocks. Many 
still urge high school graduates to side-track college. College 
cooperative students are often advised to give up their courses 
and accept full-time jobs. Many merchants hold a college educa- 
tion in such low regard that college men of executive calibre think 
of retailing as a field of opportunity primarily for those whose 
educational advantages are limited. At a time when industry is 
demanding executive trainees who are college graduates, retailers 
still discount the college graduate, stressing the notion that he has 
a lot of unlearning to do. No wonder the opportunity appears un- 
attractive to top college material. 


Nor have stores gotten away from the opportunistic crisis 
psychology that succeeded in the small, growing establishment 
but that is inadequate where long-range planning is necessary if 
trade position is to be maintained. Practices that lead to confu- 
sion rather than creative thinking include pressure to beat the 
corresponding day last year, last-minute demands on employees 
for overtime work, sudden changes in plans growing out of hunches, 
and lack of consistency in policy. Such practices lead to one crisis 
after another and tend to discourage and even paralyze middle 
management with uncertainty and indecision. Asa result, execu- 
tives who leave the retail field to accept opportunities in other 
fields, where there is greater emphasis on forward planning, are 
ready to recommend that young people shy away from Retailing. 


5. A fifth inflexibility has been the tendency to leave the key 
function of merchandise planning and control largely in the hands 
of departmental buyers who are untutored in scientific development 
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inthis area. There has been an unwillingness to plan stock turn 
For example, it is regarded generally as simply the result of a 
good stock assortment. The result has been almost to freeze a 
stock- sales relationship in spite of substantial increases in sales 
volume. For example, department-store stock-turn in both 1939 
and 1950 was 4 (according to the MOR report), even though trans- 
actions had increased 38% in the interval. There is sound logic 
for the concept that increased transactions should have led to in- 
creased stock-turn - i.e. , to lower stock-sales relationships. 
Since 1947, transaction changes - according to the MOR - have 
been negligible but stock-turn has dropped to 3.7. Department 
store sales increased only 11% since 1947 but average retail in- 
ventories have increased 30%. In general, inventory fluctuations 
have been more extreme than sales fluctuations 


Return on the investment in a business is probably a better 
yardstick of sound operations than the return on sales but depart- 
ment stores have failed to show any improvement in one of the 
major factors controlling return on the investment - the stock- 
turn. This is in marked contrast to the discount houses that en- 
joy upwards oi 20 turns on their inventories 


6. Ot its many inilexibilities, the department store's rigidity 
of markon is perhaps the most significant. In spite of the dy- 
namic changes of the past 20 years, the cumulative markon has 
remained virtually tixed, varying irom 40. 1% at the start of 


World War II to 38.7% in 1952. Most of the time, it has been 


just about 39% Nor do departmental markups vary significantly 
trom the overall figure In 1955, of 43 major departmental 
groupings, 37 had markons between 36% and 44% 


The intlexibility aiso expresses itself within individual de- 
partments. Clearly, many store expenses - nearly a third of 
them - are dependent on the number of trans>¢ n andied, not 
upon the value of the transaction. A $2 markon may be necessary 
on a $5 retail item but it does not follow that a $20 markon is 
necessary on a $50 reta?] price Yet, only a tew stores have 
planned markon ratios that decline as the value of the unit in- 
creases. This failure has played into the hands of the discount 
house with its large sale units priced in terms of dol)ar markups. 
not percentage ones 


Apparently, come "hell or high water"', department store 
merchants have insisted on their historic markup percentages. 
even though it might mean loss of trade position to retain them 
ali this in the face of super market gross margins oi about 17% 
(Super Market Institute sur’ey, of 358 members - Range 16.29 - 
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18.90%) and handling non-food lines at a markup of approximately 
25% - and in the face of discount house markup of perhaps even 
less. Masters, for example, operates on an expense ratio of 11% 
and is aiming at 10% after opening promotions of its new units are 
completed. (See Women's Wear Daily, July 30, 1956, Page 27). 


Of course, department stores insist that expense rigidities 
make high markups necessary. This matter has already been 
discussed. Certainly, department stores have a long way to go 
in obtaining optimum productivity from their employees. Korvette's, 
the big New York discount house, enjoys annual sales per employee 
of about $45, 000 against only $18, 500 for the big department stores 
In eight years this organization has built its volume from nothing 
to $55 million and - as already stated - is aiming at $225 million 
by October 1958. 


Maximizing short-run profits 

A fundamental difficulty seems to be that department store 
management has been inbued with the 19th century economic phi- 
losophy of maximizing profits over the short run. Because the 
average expense rate has been high, management has been quick 
to drop, or at least to ''soft pedal" lines that do not yield a mark- 
on percentage designed to provide for the average expense and 
markdown ratios. Low priced merchandise, too, has been brand- 
ed as unprofitable on the theory that it does not contribute enough 
to expenses. Witness the surrender of the $2.98 dress to the 
chains because the markon available was only 30%. Witness, too, 
the rule of some stores that special permission must be obtained 
by the buyer to deviate outside a narrow range of markon. Man- 
agement has not given sufficient attention to the fact that most ex 
penses are joint, that any art:cle that sells at more than its cost 
plus direct handling costs is contributing toward profits 


It is true that in recent years considerable attention has been 
given to the product of unit markup times transactions This puts 
the emphasis on the aggregate doliar margin rather than on the 
markup percentage itself. But even here there has been undue 
preoccupation with the immediate maximizing of profits, as dis- 
tinct from maintenance of trade position accompanied by the faith 
that a growing volume and strong competitive position will pro 
vide a better return for the owners of the business and their heirs 
over the span of a generation Retail decisions are no longer 
simply a matter of ''buying cheap and selling dear" - of locating 
specific items to sell at a substantial markup. Today, retail de- 
cisions involve long-range moves such as the following: 


1. Setting up suburban branches 


we 
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2 Rehabilitating downtown property 


3 Refashioning the organization to make selling 
paramount 
4 Developing training programs both to provide 


tomorrow's executives and to create a staff of 
competent sales advisors working within a 
tramework of self-selection layout 


5 Creating and sharpening sales promotional tools 
so as to maintain communication with all 
potential customers 


6 Perfecting and putting to use new devices to 
reduce manual labor and to increase productivity, 
such as automatic equipment 


7 Building brand names and setting merchandise 
specifications 


8 Adding new merchandise lines - even food 


9 Balancing breadth and depth of stock assortments 
and insisting on higher stock turn as sales increase 


Such major decisions cannot be made in the light of a narrow 
profit maximizing theory. They require planning and making 
capital investments today that may not come to function for a 
number of years. Whetter or not these long-range decisions will 
actually maximize long-range profits no one can be sure, but so 
long as they seem to be the best way to maintain and strengthen 
the trade position of the business, they must be undertaken. An 
expanding future assures continuing profits ior the owners: With 
a shrinking iuture, it is true, day by day impro/sation may 
maximize the profits on each item bought, but it is likely to lead 
to business failure or to loss of former entity, as the store is 
taken over by new interests, that place a regaining of trade pos?- 
tion before immediate profits. Witness the new management of 
James McCutcheon that hopes to triple volume by adding new 
home furnishing lines and by remodernizing the store 


Organized Research Neglected 


In a nut shell, it would seem that lack of forward planning 
has been a general weakness of the department store. Such plan- 
ning today requires organized research In the words of the 


newly formed Research Institute of the NRDGA, "Although indus- 
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try is spending billions on research in product development and 
marketing, retailers allocate only a small amount of research on 
their own problems." Years ago, the department store was the 
innovator in distribution. It introduced the concepts of broad as- 
sortments, exciting display, dramatic promotions and personal 
service, including customer credit. It created great prestige and 
institutional appeal for itself. Fortunately, this has not been lost, 
in spite of the many rigidities 


DEPARTMENT STORES 
NOW MOVING TO REGAIN TRADE POSITION 


Today there are many indications that the department store 
is severing its long time commitment to the status quo and is cam- 
paigning to regain the trade position it has lost 


Branch Stores 

In the branch store area, 18 large firms reporting to Harvard 
for 1955 had 25% of their total sales in their branches Where 49 
department stores operated 110 branches in 1954, they operated 
125 in 1955. In the fail of 1956, Allied Stores Corp., opened 5 
branches in shopping centers, totaling 870,100 square feet, enough 
for over $50 miilion in sales. Hudson's ot Detroit is doubling its 
branch store space with its new Eastland Center. Macy's New 
York has just opened a huge branch in Westbury, Long Island with 
about one-third the floor space oi the main store and with sales 
expectations of $35 million in five years Other New York stores 
with new branches as big as large downtown stores are; Abraham 
& Straus - Hempstead, Gertz-Hicksviile; Alexander's - White 
Plains and Gimbel's Cross County & Green Acres 


Modernization 

In the matter also of downtown modernization, department 
stores are making progress. A Department Stor Store Economist 
study (June 1955 issue) revealed that 6 out of “10° department stores 
had modernized in 1953 and that 1 out of 4 were planning modern- 
ization in 1955-56. For some years to come, the downtown store 
will sell more than all its branches combined. It stands at the 
hub with the broadest assortments and the most spectacular pro- 
motional features Bigger increases percentagewise may occur 
in the suburban stores but the latter gain their distinctiveness 
from the character of the hub. So astute management is not for- 
getting the parent as it nurtures the children 


Organization 
In the matter of organization, department stores have been 
slower to change but branch development is torcing them to approach 


ch 
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the chain-store set-up with its greater emphasis on selling and 
with a specialized buying organization that is more expert in 
drawing up specifications than is the typical buyer today. The 
willingness of such a store as Burdine's, Florida, to make a 
series of radical changes in its organization, so as to strengthen 
selling, is a straw in the wind. Of greater general significance 
is the plan of the new Retail Research Institute of the NRDGA to 
appropriate $35,000 to $40, 000 to study store organization so as 
to increase the effectiveness of the selling function. 


Expense Reduction 


In the matter of expenses, department stores are showing 
new energy and imagination. The new Standard Expense Center 
Accounting Manual and the statistical comparisons that are grow- 
ing out of it, should be a major factor in controlling expenses. 


There is a trend either to eliminate certain selling services 
or to make separate charges for them. Federated has dumped 
long-term free service on appliance and parts warranties in favor 
of arrangements often covering only the duration of manufacturer's 
guarantees. 


There is a growing recognition (1) that many customers pre- 
fer low prices to certain established services such as delivery 
and repair and (2) that it is unfair to charge cash and carry cus- 
tomers for expensive services that only a relatively few demand. 
Some department stores now charge 25¢ for COD service. Balti- 
more stores are charging for pick-ups on returned goods. 
Charges for men's alterations are becoming more common. While 
there is some initial adverse reaction, customers quickly adjust 
themselves and continue to purchase, if assortments and prices 
are right. 


Another trend affecting expenses is a reorganization of the 
duties of sales people, so as to keep them productively occupied. 
For example, some stores are replacing cashier-wrap with sales 
clerk wrap; Federated recently found it could make a substantial 
Saving in marking by having sales people ticket greeting cards. 
Some branch stores are making substantial cuts in selling pay- 
roll by paying straight salaries and by using extras who prefer a 
job that is close to home to the much higher salaries they could 
command were they to work downtown. One such branch operates 
a million and a quarter volume with only 13 full-time sales people 
and part-timers need be hired only for the few hours they may be 
needed. Thus, payroll cost is much lower than it is in the main 
store. 
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The trend away from the extreme functionalization of the past 
is reflected in an increase in the proportion of selling employees 
to total employees. Typically, about half of the department store's 
employees are now selling, compared with about 42% in 1948. 
Greater modernization of behind-the-scene operation, more cal- 
culated risks and increased purchase of delivery and cleaning 
service partly account for the change 


Improvements are also being made in credit arrangements 
that both reduce expense and increase customer buying. Revolv- 
ing credit is replacing cumbersome coupon books. Customers 
become open-to-buy as they make monthly payments and the month- 
ly charge on outstanding balances makes it possible to price goods 
on a cash basis. Hudson's has gone even further introducing a 
single plan that embraces both open account credit and revolving 
credit. Each month the customer has the «hoice of paying the out- 
standing balance in full with no carrying charge or deferring some 
of the balance and paying a carrying charge on the amount deferred. 
Installment sales in department stores including revolving credit, 
has increased from 6. 6% of sales in 1947 to 1244% in 1955 


Executive Recruitment 

In connection with executive recruitment and development, 
the newly formed NRDGA Committee for Careers in Retailing has 
great promise. Department store merchants are beginning to 
recognize that department store retailing has lost its former ap- 
peal to college graduates. Promotion plans are underway to sell 
what is really a great business but there is still a tendency to 
avoid internal changes that would make retailing more attractive. 
These include better starting salaries, better organized training 
programs and the elimination of the crisis psychology already 
referred to 


Merchandise Planning 

Merchandise planning and control is still in need of major 
attention. Buyers are not given adequate direction, dollar con- 
trols are too largely relied upon, price lining is probably over- 
emphasized, and the statistical laws of probability that point the 
way to a considerable increase in stock turn are neglected. 


Markon 

Markon remains high - probably too high to regain trade po- 
sition. But the generally negative reaction last summer, to the 
suggestion of a department store president that markon should be 
increased, was a healthy sign. Since then, an executive of the 
NRDGA has made a strong plea for a higher markon, on the theory 
that expenses can't be cut much lower and that present profit ratios 
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to sales are too low. He may be wrong in assuming that expenses 
cannot be reduced and that profit on sales is the correct measure 
of profit. 


While it would be unwise to argue for a general drastic cut in 
markon, it would seem that in certain merchandise areas, where 
low markups are necessary to recoup some of the iost share of 
the market, such cuts should be deliberately made. In other 
areas, some small increases in markon may be possible. The 
overall result may be a reduction from a typical 39% to 38% or 
even 374%. 


That there is a move in this direction is evidenced by the low 
markups some department stores are taking on appliances, with 
warehouse sales at reduced cash and carry prices. Such steps 
are replacing the ringing of hands and wails for laws to curb dis- 
count houses that were prevalent only two years ago. Again 
stores are showing increased resistance to fair-trade contracts, 
demanding freedom to meet competition. Increasingly, manu- 
facturers are going along. Westinghouse eliminated fair trade in 
its small appliance division and enjoyed a 34% increase in sales 
in spite of a prolonged strike. 


During the past 20 years, most merchants and teachers, too, 
have accepted the philosophy that sales volume without profit is 
sterile. But perhaps we have gone too far in our insistance on 
short-run profits. Perhaps the old-time merchant who depended 
upon volume to keep his expenses in line was right - at least toa 
degree. Isn't it worth while to obtain volume even though the in- 
crease doesn't always pay off in quick increased profits? Volume 
in itself has merit: the manufacturer gains, the consumer gains, 
and the store fortifies its competitive position. The store profits 
in good will; good will that in the long run has the potential of 
more dollar profit than can be found in short-run attempts at 
maximizing. Is the following not a good rule? If a proposed 
move is almost sure to increase sales whereas there is consid- 
erable uncertainty as to whether it will increase profits, decide 
affirmatively 


Profits 

It is true that the profit percentage in department stores is 
relatively low. But as Professor McNair and Mr. Sam Flanel of 
the Controllers' Congress have recently indicated, the profit ratio 
to sales has been over-emphasized. Stores can operate ona 
small margin of profit - witness the food stores and the discount 
houses - and yet make a handsome return on investment. Increased 
attention is finally being given to stock turn as a means to reduce 
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the investment ratio to sales and thus to increase the return on 
the net worth. 


THE DEPARTMENT STORE OF TOMORROW 


Looking ahead a few years, it seems reasonably sure that the 
department store will exploit its great institutional appeal through 
a strong ring of branch stores. It will probably do more reaching 
out to attract customers than will any other type of retail institu- 
tion. It will probably quit shying away from competition, showing 
greater flexibility in markup to meet competition. It will not only 
hang onto its historic lines but also reach out into other areas, 
such as foods and automotive equipment. 


Its operating statement which now looks like the figures in 
the first column, according to the 1955 Harvard report, is likely 
to approach those in the second column. 


Now Then 
Markon 38.6 37.9 
Reduction 6.5 
Gross Margin 36.3 36.0 
Operating expense 32.0 
Operating profit 2.7 4.0 
Net profit after taxes 2.8 4.1 
Stock turn 4.3 5.+ 
% Return on Investment (after taxes) 6 10 


Of the changes suggested, the one most resisted will be the 
proposed reduction of markon. The one most difficult to achieve 
may be the reduction in operating expenses but about a quarter of 
the $20-50 million stores had expenses of 32% or less in 1955. 
Substantially increased volume brought about partly by lower markr 
ons concentrated at key competitive points, streamlining of selling 
operations, separate charges for services; and electronic record 
keeping and mechanical merchandise handling, all can combine to 
cut the expense ratio. The department store need not become a 
fossil of the first half of the 20th century. If it will (1) throw off 
its inflexible devotion to its glorious past, (2) fight for every op- 
portunity to sell everything of good quality at least in the field of 
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general merchandise, and (3) discover ways to replace costly 
manual labor with machines, it can regain much of what it has 
lost. There are signs that its leaders at least are fully aware 
of the job that is cut out for them. 


y 
> 
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DISC USSION 


R. C. W. Sadler 
The J. L. Hudson Company 
Detroit, Michigan 


In any type of business there are some organizations that do 
well and some that do poorly. Averaging them out tends to pre- 
sent a picture of mediocrity 


It is very true that department stores ~- at least the down- 
town type of department store -- as they are commonly thought of 
-- have lost ground in their trade position since the 1920's. They 
are experiencing difficulties in competition with discount houses 
They are having trouble in attracting customers to downtown 
areas. Perhaps they have been a little slow in moving to the sub- 
urbs. They have done a comparatively poor job in recent years 
in attracting young people of executive caliber. And certainly 
they have lost ground in competition for their share of the con- 
sumer's dollar. But department stores are a long way from be- 
coming ''fossils of the first half of the 20th century" 


Unfortunately the figures used to indicate the progress of de- 
partment stores do not tell the whole story. In the 1920's depart- 


ment stores as such were more unique -- more easily indentified 
and more easily defined. Today it is next to impossible to define 
what is meant by a ''department store''. How does a Sears store 


differ from a J. C. Penney store or the branch of a downtown de- 
partment store? They all carry the same type ot merchandise, 
they are all departmentalized. Improvements in communications, 
in the speed with which goods can be moved from the production 
lines -~ to say nothing of overproduction have made possible 
and desirable mass distribution of goods through a large variety 
of outlets Perhaps some retail outiets which. we: formerly 
classitied as general merchandise or variety stores today should 
properly be in the department store classification. Their inclu 
sion would certainly 1mprove the statistical picture of the depart- 
ment store group in its relation to total retail trade and who can 
exclude them by accurate definition ? 


Department stores by their very nature are competition for 
every other type of retailer. They are, in reality, a collection of 
small shops. And they exist because they bring together under 
one roof many types of merchandise with wider assortments than 
smalier specialty stores can afford to offer. So they give the 
customer an opportunity to satisfy many needs at one time in one 
location. This is the department store's reason for being, and it 
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1s still its strongest competitive weapon 


But it is also in itself a brake on rapid expansion, because to 
offer a wide variety of many types of merchandise requires a 
large amount of space -~ a big store. And it takes a lot of traffic 
~- a large population -- to support a big store. So with the move- 
ment of population to the suburbs, department stores of necessity 
had to hold back. They could not be the first type of retail outlet 
to move out. There would not have been a sufficient number of 
people to support a big store 


To illustrate this point -- when The J. L. Hudson Company 
elected to expand into the suburbs of Detroit, there was one basic 
decision that had to be made. That was whether to open ten or 
1ifteen small] branches around the outskirts of the city in the then 
existing local shopping districts, or to open three or four large 
stores 


The decision did not require a great deal of research 
Hudson's is known for the wide assortments of merchandise it 
carries. To open a small branch would mean that a drastic re- 
duction in the assortment offered the customer patronizing the 
branch would have to be made. In reality, then, the branch would 
be in no better competitive position than a small specialty store, 
and in addition would probably disappoint customers who were 
used to the wider selection offered in the parent store 


Therefore, the answer was to build a smaller number of 
large branches that could offer the customer a reasonably repre 
sentative facsimile of the assortment available in the downtown 
store 


That sounds simple -- but to build a branch store large 
enough and surround it with other stores and services sufficient 
to attract enough customers to support a large store meant that 
it would have to be placed in an area that would make it reason- 
ably convenient to between 300, 000 and 400, 000 people, and that 
is a lot of suburbanites' In other words, the branch could not 
have been built until this population was guaranteed 


But while the big stores had been waiting to move to the sub 
urbs, the smaller stores had moved in, taking a part of the de- 
partment stores' share of the market. But now that department 
stores have begun to place their branches in large new shopping 
centers, this trend has been checked, and Victor Lebow noted in 
tne December 15th issue of Business Week that the big shopping 
centers dominated by big branches of downtown department stores 
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are doing well. ''This'', he said, 'has an ominous sound for the 
small store, and quite likely for the smaller shopping center too''. 


This expansion to the suburbs makes even more acute the 
need for department stores to attract, develop, and maintain 
strong executives, and in this they have, as a group, been woe- 
fully weak. However, department stores have an excellent story 
to tell about the opportunities they offer to young men and women 
with intelligence and ability. 


In merchandising, progress for young men and women can be 
more rapid than in other business and industry. This is true pr® 
marily because it is possible for bright young people to make a 
definite contribution in terms of increased sales volume for the 
departments in which they serve, and this sort of contribution is 
readily noticeable to every person in the chain of command from 
the President on down. The young person, then, who can make 
this sort of contribution to the company is literally "worth his 
weight in gold" and will be brought along rapidly. The main point 
here, though, is that this sort of person is more easily spotted in 
a department store than in other types of business. 


In recent years -- really in the last three or four years -- 
department stores have made a definite effort to recruit young 
men and women college graduates. Some of the training programs 
which they have offered have been a little crude, but they are im- 
proving rapidly, and stores are practicing good management de- 
velopment techniques which were unheard of in department stores 
only a few years ago 


Perhaps the area that has received the most public attention 
recently has been the move of the discount house into the area of 
"big time'' retailing. Department stores have met this competi- 
tion -- which has been predominately in appliances -- in two ways 
those stores for whom the appliance business had always been 
somewhat of a problem discontinued this line of merchandise com- 
pletely. Others, feeling that they could not afford to discontinue 
any major group of consumer items and still remain a true depart- 
ment store, have elected to meet this competition. The battle is 
by no means won and has been an expensive one for the department 
stores. But it is believed that there will be sonje middle ground 
on which department stores and discount houses will finally com- 
pete on relatively even terms 


Charles G. Mortimer, the President of General Foods, has 
said that we are living in an age of convenience, and has listed 
ten types of conveniences which are important to the customer 
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1. The convenience of form, e.g., in soap: liquid, paste, 


10. 


powder, flake, granular. Form also includes size, 
shape, packaging, texture, trim, or what have you? 


‘The convenience of time. Minutes from the home, in 
season or out -- even (with vending machines) at any 
hour of day or night 


The convenience of place. Life insurance of air termi- 
nals, eiectric light bulbs in food markets, grass seed in 
drug stores, drive-yourself cars a continent's width 

from home these and ten thousand other availabilities 


are vital parts of products and services we buy 


The convenience of quantity or unit -- from vest pocket 
pack up to large economy bottle; from carton down to 
card-displayed envelope 


The convenience of packaging. Throwaway packages and 


utensil-usable packages, dispensing packages in myriad 
form, even ''packaged'" vacations, completely furnished 
homes, 


The convenience of readiness, most familiar in packaged 


foods, but extending rapidly to other classes of products 


The convenience of combination, from sets of silverware 


to photographe r's outiits 


The convenience of automatic operation, which has al- 


ready transformed the home and bids fair to revolution- 
ize industry itself 


The convenience of selection, e.g., the Model T's de- 


scendants are available in 18 models, a choice of 6 or 8 
cylinders and three drives, and in 34 color combinations, 
"a total selection'', says Mr. Mortimer, ''of something 

! 


like 3,672 possible combinations" -- in a mass-produced 
commodity 


The convenience of credit Moralize if you like, says 
Mr. Mortimer, but he quotes Theodore H. Silvert, 
President of Standard Factors Corporation: ''Mass pro- 
duction without mass sales would be impossible, and 


mass sales without mass credit an improbability 


Department stores with their expansion to the suburbs, and 


| 
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MARKETING IMPLICATIONS 
OF PLANNED SHOPPING CENTERS 


S. O. Kaylin 
Chain Store Age 


The lusty, bustling, sprawling retailing development called 
the planned shopping center has burst upon the American scene 
with an impact unmatched by that of any other retailing phenom- 
enon. Retailers and developers alike have been so busy setting 
up centers that they have had little time to reflect upon the broad 
economic implications of their activities. 


Five years ago, many retailers had never heard the term 
"shopping center.'' Today, some 2,000 centers are in operation. 
In them is done perhaps ten to fifteen per cent of the country's 
total retail trade. About 2,500 centers are in the planning or 
construction stages. And, if we wish to look into the next two 
decades, the possibility is that perhaps 8, 500 centers will be 
added to those now in existence to keep pace with the economic 
need for suburban shopping facilities. 


In the year just ending, chain stores had planned to locate 
about 47 per cent of their new stores in shopping centers, com- 
pared with 37 per cent in 1955. The "tight money" situation, 
which seems to have affected shopping-center development some- 
what more than single-unit development, resulted in the chains 
having been unable to fulfill all their plans about new center lo- 
cations. Although more chain stores were opened in centers in 
1956 than in 1955 -- 3,700 stores this year compared with 3, 300 
last year -- the relationship that the number of stores opened in 
centers bears to the total number of chain stores opened remained 
unchanged to any significant extent. About 38.5% of the chain 
stores opened this year were located in shopping centers. Some 
5,000 chain stores are planned for center location in 1957 - about 
one-half of all new chain stores projected for that year. 


The study which yielded this information is the annual Chain 
Store Age Construction and Modernization Survey which this year 
was based on reports received from 1, 432 chains (with two stores 
or more) operating a total of 26, 496 stores. 


It reveals that the chains had intended to go into more centers 
than they were able to, and that they plan to go into centers even 
more intensively in the future. But it also reveals that shopping- 
center locations are not the only locations to which chains look 
for opportunities to grow with the economy 


Nevertheless, a ten-year forecast of family location envisions 
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an increase of about 45 per cent in the number of families living 
in the suburbs, contrasted with an increase of under 10 per cent 
in non-suburban families For this reason alone, there is little 
question that the trend toward the development of planned subur- 
ban shopping centers will continue 


On the surface, however, it may seem even at this early date 
that we are over-supplied with shopping centers. Cursory ob- 
servation quickly reveals that in many areas centers are spring- 
ing up in one another's back yards. In Long Island, for example, 
the situation appears to be dangerously «lose to what may be 
termed shopping-center chaos 


Competition of center with center is giving grave concern to 
retailers who must guess right on new locations. Many retailers 
see a real danger in the multiplication of centers 


A shopping center starts as a gleam in someone's eye. That 
someone is usually a promoter or, to use a more respectable 
term, adeveloper. Sometimes that someone is a retailer. In 
any case, every shopping center is the physical realization of 
someone's ability to find land, tenants and financing. The ulti- 


mate result is a translation into bricks and mortar of someone's 
ability to add, subtract, multiply and divide Some developers 
are good at that kind of arithmetic, others should have studied a 


little harder in grade school 


Shopping centers come in assorted sizes and shapes. Some 
are tailor-made to fit the requirements of their trading areas 
Others are run up on a standard pattern and then taken 1n here 
and let out there until they seem to fit, Still others are poorly 
stitched together of shoddy materials and are intended for quick 
sale rather than for lasting wear 


Let us look at some of the individual decisions, then, that 
have resulted in an apparent over~supply of centers in some areas 


The retailer generally sets his sights on obtaining a so-called 
exclusive lease. He usually wants to be the only one in the center 
with a variety store or a supermarket or an apparel shop ina 
given price range. He wants to have an exclusive franchise to 
sell lines of merchandise which constitute his principal stock in 
trade, despite the fact that retailers in other fields are increas- 


ingly selling the same commoditie: 


The developer is interested primarily in obtaining top-rated 
retailers' names on firm leases. At least, that is his principal 
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interest in the early stage of the game. The developer usually 
wishes to keep the way open to renting the largest possible amount 
of space consistent with the center's layout. Consequently, he 
generally resists the idea of writing exclusive leases. 


Usually, some compromise is reached, but the tendency has 
been for exclusive provisions to find their way into the finak doc- 
ument. Exclusive provisions may be justified by the nature of the 
trading area, the size and composition of the center and the quan- 
tity and quality of competition. In such cases, they may work to 
the benefit of the tenants and the center as a whole. 


In far too many cases, however, the emphasis on exelusive 
rights has tended to limit centers in both over-all Bize and serv- 
ices rendered to the people in the trading area. I do not mean to 
imply that projects originally intended to be quite large are re- 
duced in size because of an insistence on exclusive privileges. 
Quite the other way around: projects which may be too small are 
encouraged because of the emphasis on exclusive rights. 


But in a nation which thrives on competition -- and particu- 
larly in the retailing field where competition is as natural as 
breathing -- it would be unrealistic to believe that competition can 
be limited in a practical sense. 


If a retailer cannot find space in a center because a compet- 
itor has an exclusive lease, and if that retailer believes he can 
compete successfully in the trading area, he will find space -- 
possibly in a solo store or a small pseudo-center on the fringe of 
the center in which he was originally hopeful of getting space, or 
in a competitive shopping center a relatively short distance away 
from the first. 


In any case, he is going to supply competition -- and it is 
quite possible that the retailer who originally insisted on an ex- 
clusive lease will find he has suffered thereby. 


In a sense, the current situation is reminiscent of what oc- 
cured many years ago when department stores, established in 
what are now the great central city shopping districts, found that 
smaller specialty shops were blossoming all around them. One 
of the milder epithets used by the department stores to charac~- 
terize their new neighbors was "'parasites.'' ''We draw the traf- 
fic, '' theorized the department stores, ''and these parasites live 
off the business we bring to the area.'"' 


Events have demonstrated that their theory was wrong. The 
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presence of a large number of competing stores in a single acces- 
sible area acted as a giant magnet. Each establishment tended to 
get more traffic than it would have attracted if it had been free of 
competition. 


The objective, then, should be to set up a well-balanced cen- 
ter. Proper balance of lines of trade implies control and limita- 
tion, but it does not necessarily imply lack of competition. It has 
been amply demonstrated that a center which is complete with 
respect to the needs of a trading area pulls more traffic in rela- 
tion to its size than does a center which offers limited shopping 
facilities under the guise of completeness. 


If this line of discussion were interpreted as leading to the 
conclusion that only very large centers are economic, that inter- 
pretation would be incorrect, however. The number of very large, 
so-called regional, centers for which there is economic justifica- 
tion is necessarily limited. Relatively few trading areas contain 
sufficiently concentrated population within reasonably short driving 
range to support a king-size center -- one with about 100 stores, 
with parking for about 8,500 cars. The true regional center is 
designed to supply all the retail facilities offered by the main 
shopping district of a fair-sized city. 


One type of regional center may be characterized as the press- 
release center. The publicity drums are beating incessantly for 
medium-sized centers which pretend to be regional centers. It's 
harmless fun but it tends to inflate the apparent number of ultra- 
large centers 


The well-balanced center, which need not necessarily be 
giant-sized, is one which meets the shopping needs of the area. 
Such a center may be of the neighborhood type, with a supermarket 
a variety store, a drug store, and a few convenience stores. If it 
is set up with a clear idea of its marketing function, it can make 
sense from every point of view -- that of the developer, the retail- 
er, the financier and the consumer 


It is the intermediate center that offers difficulties to the ana- 
lyst. A neighborhood center, intended to fill specific, immediate 
needs of persons living within a relatively small area, can be 
planned without too much difficulty. The population-growth factor, 
for example, although important in planning any center, receives 
less weight when a neighborhood center is contemplated than it 
does in the case of a regional center or one of intermediate size. 


A regional center, intended to fill virtually all the shopping 
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requirements of people ina relatively large area, will inevitably 
dominate. If it is set down in the midst of an area where popula- 
tion is on the upswing and if a proper analysis is made of all other 
factors -- like per family income, sources of income, home and 
car ownership, relative weight of existing competition in each 

line of trade, access and a few hundred other details -- if that 
analysis is made and the need for a regional center is indicated, 
the likelihood is that such a center will be successful. 


But the intermediate center has a great many "ifs" built into 
it. And the principal "if" has to do with its susceptibility to new 
competition. It is less difficult to find ten, twenty or thirty acres 
on which a competitive center might be built than it is to find the 
100-odd acres required for a regional center. And so the inter 
mediate center is more likely to find itself one of several in alush 
trading area than is the regional center -- although developers 
have also managed to place regional centers within less than a 
mile of one another. 


Size alone does not assure dominance. We have studied two 
centers which were built adjacent to one another and have been 
able to conclude that the smaller of the two was prospering at the 
expense of the larger; the smaller development is zomposed of 
well-selected retailers with high acceptance in the area, and the 
smaller center's sales promotion program is considerably better 
than that of the larger development. 


If centers are to be spaced in accordance with consumer 
needs, three groups of interested persons will have to assess fu- 
ture center proposals more analytically than they have up to this 
point. The developers, the retailers and the financiers share 
whatever blame there is to distribute 


The developer's attitude may be summed up, perhaps cyni- 
cally, in a conversation we had recently with a man who has suc- 
cessfully built and tenanted almost a score of centers. Discus- 
Sing a proposed center, he said, ''So-and-so is trying to get zon- 
ing for a center across the road. He'll make a serious mistake 
if he goes in, in the face of competition from the center I plan to 
build." 


"If so-and-so builds,'' we asked, ''would that stop you from 
putting up your center?" 


"Of course not!'' was the vehement response. "Il have my 
tenants lined up and I know I can get financing on the strength of 
their leases and my own reputation and experience. "' 
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Now the retailers who have lined up with this developer know 
all about the plans for a second center across the road. What do 
they say about the situation? A typical response is: ''We <an do 
business in that trading area. One location is slightly preferable 
to the other, from the point of view of access and plot shape. We'd 
go into the other if our first ~hoice weren't available tous. We'd 
be happier with only one center but we can't let competition stop us."! 


Well, what about the lending institution? It says: ''Here's a 
developer who knows his stuff and <an show us firm long-term 
leases from top-rated -ompanies who will pay minimum rentals 
that in effect guarantee payment of interest, amortization, taxes 
and maintenance. We don't share in overages; all we get out of 
it is the interest on the money we lend."' 


Certainly, this is an oversimplification of the problem but in 
essence it is what happens 


Now, I have been attempting to convey some idea of the at- 
mosphere in which shopping-center decisions are taken. Behind 
ea’h major decision there is likely to be a semi-scientific study 
of the location directed primarily at estimating the retail potential 
of acenter. The study is useful as a guide to both developers and 
tenants, It usually indi-ates how much space should be allocated 
to each line of trade. It usually involves a scholarly analysis of 
population, access, disposable income, buying habits and similar 
factors. But the -onclusions drawn from these carefully assem- 
bled data are oc-asionally influenced by self-interest, the will to 
believe and just plain ignorance 


The plain fact is that we do not have a controlled situation, 
despite the fa t that the term '"':ontrolled shopping centers" has 
gained some curren:y 


Retailers and developers insist on acting like people, and so 
do -ustomers. Merchants have failed, in more cases than they 
have succeeded, to form associations that really work to promote 
the interest of all tenants in the ~enter. Developers have en 
croa¢ched upon their parking areas to obtain a few quick extra dol- 
lars in rent to the long-term detriment of the center as a whole 
Customers' preferences <annot always be charted in advance. 


To the serious student of marketing, as you all know, the 
problem of locating a planned shopping center offers a challenge. 
It involves not only the basi= problem of site selection but the 
determination of optimum size for the structure or structures, 
the orientation of stores, the sizes of stores, the distribution of 
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lines of trade, the size of the parking area, traffic patterns, and 
provision for future growth. A number of analysts are in the field 
but the large number of developers who are attempting to do it 
themselves is frightening. They snatch bits of help here and there 
and are continually looking for ''gimmicks"' -- the magic words 
that will solve all their problems. 


Some of the more common errors the ''do-it-yourself boys" 
have perpetrated include: giving full exclusive occupancy to every 
store in a center, giving away the department store -- that is, 
renting to a department store branch at no profit and seeking to 
make up for it in higher rentals to other tenants; carefully arrang- 
ing for drivers to make a left-hand turn into the center; placing 
two parking fields so that they are inaccessible to one another ex- 

ept through a connection with an outside road; assuming that 
population growth will outstrip the development of new centers; 
tenanting the center with second and third-line companies because 
the top-rated companies want rents based on the developer's costs 
and reasonable profit 


In this paper I have refrained from reciting the time-worn 
facts about our expanding suburban population and the increase in 
automobile ownership and use. I have refrained, too, from in 
flizting upon you the customary sweeping generalizations about 
leisure time, home ownership and the suburban point of view that 
are supposed to have had an influence on shopping patterns. 


I have attempted instead to deal with some specific problems 

onnected with the setting up of centers. If I must leave you with 

one big, broad marketing implication of planned shopping centers 
it is this: 


The shopping-center situation is fluid; it's dynamic, it won't 
hold still long enough to be enshrined within the stiff -overs of a 
textbook 


In our highly individualistic free-enterprise society, the 
planned shopping center is the outgrowth of the thinking, planning 
and activities of a large number of individuals, each of whom has 
his own darn reasons for doing what he's doing 
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DISCUSSION 


Eugene J. Kelley 
Harvard University 


Planned shopping centers have assumed some of their impor- 
tance because the institutions they are supplementing were not 
able to adapt rapidly enough to satisfy new customer needs. But, 
while established retailers typically reacted ponderously to the 
forces molding the post war metropolitan consumption pattern, 
adaptations to the new competition are being made now by both 

entral business district retailers and planned center operators. 


To supplement Mr. Kaylin's comments, I shall discuss cer- 
tain shopping ~enter adaptations to the current market, some 
possible adjustments to tomorrow's market, and some implica- 
tions of these adaptations for marketing theory. 


The planned shopping center movement is more than a re- 
sponse to the congestion and parking problems that plague almost 
every American city. The centers are also more than devices 
for retail sales expansion in suburban areas. They are on im- 
portant part of the restructuring of the metropolitan community 
based on a ‘ontinuing reassessment by consumers of their social 
and shopping activities. Planned center concepts, architectural 
and other, are keyed to a new kind of social pattern and what may 
be a new social dimension. 


A metropolitan retail structure may be developing which will 
result in a better serving of the two kinds of costs encountered by 
onsumers in shopping 


1. Commodity costs: The dollar price paid for goods and 
servi-es 


2. Convenience costs: The expenditure of time, money and 
physi-al and nervous energy required to obtain goods and 
services. For instance, a consumer who shops downtown 
spends time, carfare and parking fees, and energy, in ad- 
dition to the commodity price 


Consumer valuations of these costs are ina state of flux. 
But, the trend in the retailing of an increasingly wide range of 
goods is towards the minimization of convenience costs, as indi- 
cated by the planned center movement. The discount house rise, 
on the other hand, reflects consumer interest in the reduction of 
commodity costs. The new equilibrium that seems to be in the 


IMPLICATIONS OF PLANNED SHOPPING CENTERS 37 


making may mean that convenience costs will become as impor- 
tant as commodity costs as patronage determinants for low dollar 
value items. The current relatively narrow price spread among 
most retailers carrying identical nationally advertised merchan- 
dise suggests this new importance for convenience costs in mar- 
keting strategy determination. One of the most challenging prob- 
lems facing retailers in our churning distribution system is 
offering the right mix of convenience and economy to customers. 
Rich rewards may go to merchants able to do this successfully, 
perhaps by wedding the shopping center concept and the discount 
house. 


Shopping Center Increase 


Two-thirds of existing centers are less than four years old. 
This fact, together with the predicted center expansion indicates 
that the full impact of the planned center movement has yet to be 
felt Agreement seems complete that strong underlying growth 
trends favor more center expansion, though not an uninterrupted 
expansion. As Mr. Kaylin observed, many poorly planned inter- 
mediate centers may be particularly vulnerable to new competi- 
tion. Planned neighborhood, community, district, or regional 
centers can be located in any appropriate population concentration 
where existing retail facilities are inadequate by modern stand- 
ards. The estimate of 10,500 planned centers serving the subur- 
ban dominated American market of 1976 appears reasonable. 
This will mean a planned shopping center for each 21,000 of our 
projected 1976 population of 221,000, 000. 


Individual centers are tending to be larger. For instance, a 
minimum site for regional centers used to be considered 50 acres 
Currently regional center developers think in terms of 100 acres 
as a site size minimum. Tracts of this size are extremely ex- 
pensive, especially if they are in or near large cities. The in- 
creasing size of larger centers may mean that in the future such 
centers will be located further in distance from large population 
concentrations and nearer the suburban periphery. 


Changing Concept of Distance 


The distance concept involved time-cost elements rather 
than a purely spatial one. High speed roads enabling consumers 
to travel further from home on shopping trips are changing con- 
sumer views on distance. In our society of automotive-borne 
suburbanites distance between metropolitan points will increas- 
ingly be judged on a time, not a mileage basis. The central busi- 
ness district oriented to public transportation may suffer from 
the growth of this consumer conception unless downtown retailers 
compete aggressively for suburban business. Effective downtown 
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competition for suburban trade is still possible for central busi- 
ness distri:ts able to improve access, traffic and parking condi- 
tions, modernize physical facilities, conduct imaginative promo- 
tions, and strengthen mass transportation 


Today the tendency is to polarize downtown and suburban 
elements in the retail structure and not to recognize that the var-: 
ious elements provide essential services to the sommunity. In 
the future, however, some larger scale retailers may be more 
concerned about competition between metropolitan areas than com- 
petition between elements of the retail structure within a metro- 
politan area For instance, G. Fox and Company, a Hartford 
department store, may become more concerned about the drawing 
power of New York, Boston, and Providence department stores 
than with competition from some suburban Hartford stores 


Changing Central Business Distri-:t Functions 

As more customers find it possible to shop over a wider area, 
the functions of the central business district may be modified. 
The downtown area could evolve into more of a business, service, 
and recreational center and less of a mercantile one. Opinions on 
this question range from those of Frank Lloyd Wright, who visual- 
izes the city of the future without a central shopping district, to 
those anti-ipating a downtown renaissance sparked in part by shop- 
ping center competition which will force downtown property owners 
and merchants to initiate rehabilitation and redesign programs. 


Community Relationships 

Shopping «enters are likely to play an increasingly important 
role in the social life of the :ommunity. All shopping centers 
stand to benefit by following a policy of community identification, 
though the benefits are particularly apparent with the large com- 
munity and regional centers. Auditoriums, meeting rooms, 
restaurants, and recreational facilities may be found in more of 
these centers 


Consumers favor centers which present merchandise inform- 
ally and interestingly Shopping center planning extends logically 


1. Wright visualizes the city of the future as not having a cen- 
tral shopping district and the suburbs as being without shopping 
enters. Instead he sees a thin belt of stores completely circling 
the -entral city The stores in the belt will be similar to shopping 
centers of today only ''much more beautiful''. As to central city 
stores Wright believes they will be cleared away for a city of 
towering skys~rapers, higher than anything known. 
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to promotions and events calculated to restore some of the excite- 
ment and pleasure to shopping. To modified bazaar concept of the 
center is likely to gain favor as the weather-controlled centers 
without window displays and partitions come into being. For in- 
stance, Southdale, the new regional center outside Minneapolis 
has a glass enclosed mall connecting the various stores in the 
center. As more planned centers take on such features, they may 
resemble more closely the earlier market places which served 

as focal points for trading and social activity. 


New Retail Types 


Planned centers may provide a stimulus and a point of de- 
parture for other retailing developments offering lower conven- 
ience costs to consumers. Among these may be center sponsored 
direct-to-consumer selling, catalog and telephone selling, per- 
haps a combination of television and telephone selling, and auto- 
matic vending machines. Vending equipment selling an increas- 
ingly broad variety of merchandise could turn some centers into 
round-the-clock merchandising machines 


New store types are likely to appear in planned centers 
Since shopping centers are located on choice, relatively low cost 
land compared to downtown stores, one floor retailing operations 
are possible to an extent not practical downtown. This may mean 
a reduction in handling costs and in the number of people needed 
to conduct and supervise operations. Some specialty stores in 
planned centers should be in a position to offer more variety, 
price, and style than downtown counterparts operating in less 
space. 


Theoretical Implications 

We are in a period in which change itself is a dominant char- 
acteristic of all marketing. If understanding of the endless pro- 
cess of market change and the forces producing the change, and 
therefore ability to develop policies under accelerated change 
conditions is to be increased attention to the spatial aspects of 
marketing seems justified. 


Essentially, the planned center movement rests on the use of 
space which is differentiated from that utilized by other elements 
in the metropolitan retail structure. Consumers have attempted 
to overcome the frictions of space and sellers have responded by 
offering a spatially differentiated product. An important impli- 
cation of the success of this seller response concerns the role of 
spatial considerations in retailing and marketing generally. In 
most retailing operations the major concentration of managerial 
attention has been focused on the product and the promotion of the 
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product, and the spatial and temporal conditions surrounding the 
sale of the product have received less study. Yet, since the re- 
tailing process exists in space over time, retailers are concerned 
with the creation of place and time as well as possession utilities. 


The art of marketing is based on the skillful manipulation of 
spatial, temporal, and possessory forces in the market to achieve 
an objective in management. Management's problem is compli- 
cated by the fact that market forces may be initiated by either 
buyer or seller attempting to adjust to each other. But, increased 
understanding of the role of spatial forces in marketing could 
mean that as more sellers develop spatially sound policies, more 
goods and services will be distributed at the price in convenience 
and commodity costs that consumers are willing to pay. The fact 
that retailers in their shopping center spatial manipulations are 
taking the initiative in adjusting to the new market conditions is 
encouraging. More such adaptations must be made successfully 
if the volume of retail transactions necessary to expand the 
American economy is to be achieved. 
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ADAPTIVE BEHAVIOR IN WHOLESALE TRADE 


AUTOMATION 
IN FOOD WHOLESALE DISTRIBUTION CENTERS 


R. M. Winslow 
Super~ Valu Stores, Inc 
Minneapolis, Minnesota 


So that we understand each other, we believe that some def- 
initions of our subject will be helpful. 


Wholesale 

''Wholesale"' will be used in the general sense as the function 
in distribution between the processor and the retailer. The mid- 
dleman, as such, has been replaced by the middle tunction. In 


our company, for all internal records, the word sales has been 


replaced by using the term "'transfers'. This is a continuing re- 
minder that the important sale is the one into consumption and 
that all others are merely steps in distribution. In its operation. 


it makes little difference whether the ''Food Distribution Center" 
is owned (a) by the same firm which owns its retail stores, a 
typical Food Chain Store situation, or (b) by a group of independ 
ent retail store owners, a typical food co-operative situation; or 
(c) by a separate corporation serving affiliated, individually- 
owned retail stores, atypical food voluntary situation. The phys 
ical characteristics and the methods used in the Food Distribution 
Centers must be designed to operate with maximum proticiency, 
regardless of the particular corporate structure, Our discussion 
includes all three types of distributors. 


Food Distribution Center 
Merchandise handled by our industry is classified into sev- 
eral general groups 
Dry Groceries 
Fresh Fruits and Vegetables (Produce) 
Meats and Meat Products (Provisions) 
Dairy Products 
Frozen Foods 


Health and Beauty Aids 


Other Non-food Items 
41 
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Not many years ago each of these groups were handled from 
separate locations and often by different firms. This was also 
true at the retail level. As the Super Market increased in size 
and variety of merchandise carried, it became the one-stop food 
store which we have today. This change in retailing caused a 
similar change in food distribution. So we now have the Food 
Distribution Center operating in one location from an overall 
plant, supplying the many groups of merchandise required by its 
Super Market outlet. This is the Food Distribution Center. 


Automation 

This is a magic word. It means something different to each 
person in this audience. There is no accepted definition. Its 
meaning and usage is very controversial. Its scope is debated by 
many technical groups and was even the subject of a full scale 
Congressional investigation. 


One extreme says automation began with the cave man's in- 
vention of his club and has been progressing ever since. The 
other extreme talk of automation as ''the automatic factory - a 
sort of windowless box with one janitor and several maintenance 
men''. Automation can also be described "as the philosophy of 
organizing any work as a system". This considers it as a gener- 
ic term with wide application, similar to the overall use of the 
word electronics. Automation as now used in the Food Distribu- 
tion Center is between the two extremes and is secured by ad- 
vanced mechanization and methods improvement. 


Food Distribution Center Automation 

The physical handling of foods in warehouses, like most 
other products, until fairly recently was largely a manual opera- 
tion. Items were handled case by case from the railroad cars or 
trucks into, through and out of multi-storied buildings. There 
were 6 or more case-by-case handlings, plus the hand pushing of 
the loaded warehouse flats around the building. This, indeed, was 
a manual operation, requiring lots of hard work by unskilled labor. 


This is all changed today and modern food warehouses are 
operated by skilled workers using highly developed machines 
They are far advanced from the description used in the article 
"The Push-Button Warehouse" in the December issue of FORTUNE 
magazine. To quote, ''The typical warehouse today belongs to the 
nineteenth century. Except for the powered lift trucks and the 
electric lights overhead, it is essentially an operation that relies 
on unskilled labor and primitive tools". 


In rebuttal we ask, is an electric tow truck pulling a train of 
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warehouse flats, which unattended and electronically controlled 
follows a painted line on the warehouse floor and which can be 
pre-directed to any one of several locations, a primitive tool? 


Any system of automation (advance mechanization and/or 
method improvement) must be designed in accordance to the work 
to be done. In fact, pre-planning or programming is the heart of 
successful automation. Some of the basic factors in food distr? 
bution are: 


1 The large number of items carried. Over 3000 grocery 
items are stocked and the number is increasing 


2 Practically all items are packed in re-shippable con 
tainers weighing under 40 pounds 


3 Over 95% of the tonnage shipped is in the same cases as 
received. Break down and repacking are minor opera 
tions 

4 Movement is in large volume. The 3i iirms reporting 


Tons per Manhour to the National Association of Food 
Chains had an average combined receiving and shipping 
tonnage, of over one million pounds per day 


5 The average value per pound is low. At the distribution 
center it is about 25¢ per pound 


6, Many :tems need special care in handling. They m2, be 
fragile or perhaps perishable as to time held in storage, 
or as to temperature, or ali three. Examples are glass 
goods, fresh fruits and vegetables, meats, frozen foods, 
etc 


7 Food warehouses are usually large (from 100, 000 to 
500, 000 square feet, which is 1 to 5 square blocks 
They are one floor buildings with 18 to 22 feet ot clear 
stacking heightk 


8 Shipping orders to Super Markets are large in tonnage 
and getting larger. In many warehouses the minimum 
shipment of groceries to one account is a trailer load oi 


30, 000 to 40, 000 pounds 


Here are some of the methods, machines and machine attach 
ments which have been developed by the industry 
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For many years, punched cards and tabulating equipment 
have been used. These gave: 


1. Inventory Control 
2. Pre-printed Invoice 
3. Statistical Information 


4. Increased Warehouse Efficiency 


Printed order booklets, listing all items carried, are sent 
to the retail outlet. The quantity of each item needed is filled in 
and the booklet returned to the distribution center. To assist the 
store in ordering, the merchandise is listed in the same sequence 
as it is located in the retail store. As in the retail store, all 
items in the same group are together; for example, all soups are 
listed together. 


In the Tabulating Department are punched cards, one card 
for each case of merchandise in the warehouse. These cards are 
in tubs arranged in the same sequence as the listing in the order 
form. Cards are taken from the tubs, corresponding to the quan- 
tities of the items ordered by retailer. These cards can now be 
run through the tabulator machine producing the printed invoice 
for the retailer. A copy of this invoice can be used in the ware- 
house for filling this order. If this is done, the items in the 
warehouse must be placed in the same order as on the orderform 
However, for efficient warehousing, the large volume and heavy 
or bulky items are placed close to the shipping docks; thereby re- 
ducing handling time while the slow moving and light or small 
items are placed in some far corner. 


For example: ~ Tomato soup, being a fast seller, is located 
in the warehouse near the shipping dock, while Pepper Pot soup 
is located on a pallet rack at the back of the warehouse. It is, 
therefore, necessary before the invoice is printed, to change the 
arrangement of the tab cards from order form to warehouse lo- 
cation sequence. 


By numbering the warehouse locations and sorting the tab 
cards by location numbers, the printed invoice will list each item 
as the order filler makes his way down the aisles in the selection 
area. This change in ''methods" has in some instances reduced 
warehouse labor costs as much as 20%. 


The food industry is one of the leaders in the development of 
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magnetic file computors; those fabulously fast memory and com- 
puting machines such as the I.B.M., Ramac and Remington- 
Rand's Univac. These machines will produce additional savings. 
These will occur in both the office and the warehouse 


By changing the order form from pamphlet type to tab cards, 
these cards, as marked for quantity by the retailer, can be pro- 
cessed by these new machines without any clerical work. This 
eliminates many girls now required in the Tab Department as 
card pullers. 


One of the warehouse applications is, at the same time the 
invoice is printed, an attachment to that machine will punch a 
deck of cards, one card for each item. These cards will be used 
in connection with the electronic tow truck now used by the order 
filler. These tow-ers will be programmed so that when an order 
filler pushes the start button, they will automatically move to the 
warehouse location of the item on the card. The order filler will 
place the cases ordered on the warehouse truck, push the button 
and follow the tow-er pulling the train of warehouse trucks to the 
item called for by the next card, place the cases ordered on the 
warehouse truck, push the button, etc., until the entire order 
has been filled. 


The flow of food products through the distribution center is 


1, Merchandise is received, palletized and taken to the stor- 
age area (stowing) 


a. By fork lift trucks. 
b. In trains pulled by mechanical tow truck with driver. 


c. By continuous chain conveyor, either the overhead or 
in-the-floor type. 


d. In trains pulled by mechanical tow truck without driver. 
Tow truck will follow either an energized electric wire 
in the floor or a painted white line. Tow-er can be 
programmed before starting to follow the route through 
the warehouse to required location. 


2. In the storage area, goods on pallets are stacked 3, 4 and 
5 pallet loads high 


a. By fork lift trucks with driver. Operation is to move 
fork truck into place and raise pallet load to correct 


46 ADAPTIVE BEHAVIOR IN MARKETING 


heighth at the same time. For fast operation, this 
takes a lot of skill. A new attachment on the fork lift 
will now automatically stop load at correct pre-set 
height. (This is particularly useful where pallets are 
being placed on racks.) It results in faster fork lift 
operation 


3. Orders are selected case by case for shipment to retail 
outlets 


a. By order fillers walking and pushing warehouse trucks 


b. By order fillers using mechanical tow trucks pulling 
trains of warehouse trucks. 


c. Where the tow trucks and trains are operated by the 
order fillers using remote radio controls. The order 
filler can start, stop or turn tow-er without being at 
the machine. He can load cases on any warehouse 
truck in the train and work down the aisle without ever 
having to walk up to the tow truck 


4. Filled orders are taken to the assembly area for loading. 
The same 3 types of conveyors, manual, mechanical or 
electronic are used as those outlined under stowing 


Bananas need special care in handling. They are received 
as bunches weighing approximately 125 pounds. These are heavy 
and awkward to handle and after being ripened are easily bruised 
and damaged. It is important from both the quality and shrinkage 
factors that they are handled as gently as possible and that re- 
quires mechanical equipment. Two methods are in general use 


1. The lowerator conveyor 
2. The fork lift with special attachment 


In both methods, the fruit after ripening is not touched until 
it is cut into bands at the cutting table 


The other perishable products - fresh fruits and vegetables, 
meats and frozen food - all require special handling. Special 
equipment has been designed and is in use for these products 


Why Automation? 
The food industry is a large volume, low margin business 
Labor costs are one of the largest controllable expenses. With 
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ever increasing wage rates, labor productivity must be increased. 
Mechanization and methods improvement bring about increased 
labor productivity. The measure in the industry of warehouse 
performance is TPMH (tons per man hour). Several different or- 
ganizations receive reports from their members and issue these 
figures. N.A.F.C. (National Association of Food Chains) has 
published these figures since 1947. The average of all chains re- 
porting to them was 1.06 TPMH in 1947 and 1.95 TPMH in 1956. 
This is an increase of 84% in 9 years or 9.3% per year. This 
compares with the national average increase in productivity of 
from 3 to 5% per year. Mechanization and method improvement 
have produced results for the Food Distribution Center. 


Automation will advance very fast in the next few years. The 
Food Distribution Center will advance with it. 
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DISC USSION 


Raymond H. Scott 
State College of Washington 


When I told one of my friends that I was to be the discussant 
for a paper here at the convention, he said, ''You know the for- 
mula, don't you? Just start out by saying to the speaker, ‘You 
have just given a very fine paper, Mr. Winslow, but---- <©-!"' 
After hearing Mr. Winslow's paper I feel more like saying, ''You 
have just given a very fine paper, Mr. Winslow, and-----." It 
appears to me that my job is not so much to criticize by tearing 
the paper apart word by word but to expand on the information in 
the paper and look at some of the effects of automation on food 
distribution and wholesaling in general and its effects on the 
teaching of marketing. 


Mr. Winslow's descriptions and figures indicate an evolution 
which is so rapid that it could be termed an industrial revolution 
in food distribution. The change from manual labor to mecha- 
nized handling is not found only in a few isolated instances but has 
become general in the distribution of foods. The opportunity to 
use electronic computers to automate the handling of paper work 
is speeding up the revolution. Whether we call it evolution or 
revolution, problems arising from the changes which are taking 
place must be met by the distributor and the teacher. 


It is said that technologically everything is available now for 
real automation in wholesale food distribution. The real job, 
then, is not the invention of new machines but the making of the 
decisions to install more mechanized equipment. Increased 
mechanization can increase rather than decrease costs of dis- 
tribution if operating costs go up rather than down because of in- 
creased capital outlay and depreciation. 


After investigation, the food wholesaler may decide against 
the installation of more mechanized equipment. In arriving at 
this decision he has put his present operation under scrutiny and 
in many cases may improve his productivity by merely changing 
his methods of operation. His investigation may show that by 
changing his layout or his flow of goods through the warehouse he 
can increase efficiency 


This brings out a point that is easy to neglect in making a 
decision to add mechanization. Mechanized methods must be 
compared with the best and most efficient methods possible under 
the present operation rather than comparing with present methods 
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which are possibly inefficient. Then the first question should be. 
"How much better can I operate without increased mechanization 
than I am doing now?'"! 


Decisions to mechanize either the product handling or the 
paper work or both should not be based only on the dollar saving 
obtained by reduction in staff. There have been instances where 
mechanized equipment has been installed with the knowledge that 
handling costs per case will go up 1 Such a decision is logical if 
costs can be reduced by less breakage, less pilferage or more 
rapid turnover and less warehouse space per ton handled. If vol 
ume can be increased by faster delivery service and more "on 
time" deliveries, the extra costs of mechanization are justified 


In many cases the costs of the automation of paper work by 
the use of electronic computers will not be justified by the reduc- 
tion in staff alone, especially for the small and medium-sized 
firms. Electronic computers will give more information faster 
than present methods. Management will have more quantitative 
information on which to base decisions and the information will 
be available while it is still useful. Conclusions about the suc- 
cess of an operation can be drawn while the operation is still in 
progress. Management will be able to make cost analyses on the 
profitability of individual products, dealers and territories, which 
are difficult if not impossible by hand methods 


One food wholesaler in Portland, Oregon, has ordered an 
I.B. M. 305 RAMAC which will be installed next spring. He fig- 
ures that 13 tub file operators and 5 punch card operators wiil be 
eliminated when the machine is in operation. The saving in the 
salaries of the 18 employees will not pay the rent on the machine 
but the increase in management information is expected to more 
than make up the difference. 


There is a limit to how much any one firm can automate or 
mechanize. Lack of standardization in the food industry sets the 
limit. The December Fortune says that the makers of packing 
cases make 100,000 varieties of cartons 2 A substantial number 
of these varieties are used to ship products handled by the whole- 
sale food distributors Pallet sizes used by various processors 
and wholesalers are different. In most instances, cases of tood 


1. 'The Push Button Warehouse,'' Fortune, December 1956, 
p. 182 
2. Ibid 
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products must be removed from pallets before shipping and be 
placed on different pallets upon arriving at the distribution center. 


It is possible that firms in the food industry can work in co- 
operation to speed up the standardization which becomes more 
and more necessary with the increase in the use of mechanical’ 
handling equipment. It is possible that standardization may be 
forced gradually if higher margins are demanded on goods packed 
in odd size containers that cannot be handled by machines de- 
signed to handle some of the more standardized fast moving items. 


Mechanization reduces costs if volume is large enough. In- 
creased mechanization means more capital investment. Reduc- 
tion in costs by larger, financially strong firms forces smaller 
and less efficient businesses from the field. Mr. Winslow has 
said that food distributors are reducing the number of warehouses 
within the firms to take advantage of savings by mechanization. 
Does this mean we will be going toward more concentration of the 
food distribution business into the hands of a few firms, each 
with ever increasing radius of distribution? The logic seems to 
point that way. Spokane, Washington, a city that is increasing in 
population gradually, has three general line food wholesale dis- 
tributors. One is a sponsor of voluntary chains, one a retail co- 
operative warehouse and one is a corporate chain. A few years 
ago there were eight general line independent food wholesalers in 
Spokane. The radius of operations of the present wholesalers is 
over 100 miles and they are serving a population area of almost 
one million people. 


It does not seem likely that this concentration necessarily 
means monopoly by any one firm though the days when an inde- 
pendent retailer can buy when, what, and wherever he pleases 
seem to be numbered. Efficient operation is demanding standard- 
ization by the retailer in terms of ordering, delivery dates, choice 
of products, and terms of payment. Standardization of independ- 
ents makes it possible for them to compete with the corporate 
chains. Retailer cooperative warehouses have increased their 
percentage of the total wholesale trade in all lines from less than 
2 of 1 percent in 19483 to 3.6 percent in 1954.4 This increase 


3. Maynard and Beckman, Principles of Marketing, Fifth 
Edition (Ronald Press, 1952.) Though the percent of the total 
wholesale trade was less than 4 of one percent, "Of 260 such 
establishments, 211 operated in the grocery trade and nearly 
nine-tenths of their business was in that trade. Here the retailer 
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is due, at least in a large part, to the realization that efficiency 
depends on good management with efficient standardized proce- 
dures and a concentration of purchasing with one firm 


Sometimes I[ think it would be better if we did not use the 
term automation when we talk about technological changes. Mr. 
Winslow spoke of the difficulties in defining the term. Not only 
is the definition difficult but the connotations raised by the word 
are different to different individuals. To management, it may 
mean reduced cost and greater profits. To the union and the 
worker it means jobs lost and maladjustments. As someone sug- 
gested, we might use the term technological progress because 
progress is something we all like 


Whatever the terminology, the problem of human relations is 
there. Workers do not work well if they feel their security is in 
danger. Efforts toward better communications must be made by 
management. Whatever can be done in the way of training and re- 
location of employees must be done. The wholesaler I mentioned 
who will replace 18 workers by the computer has shown foresight 
by showing all the workers that their jobs are not in danger. He 
has shown them figures to prove that the rate of employees turn- 
over is so great among the young girls that not one of the present 
employees will be affected. Those who will be replaced by the 
machine will be those hired in the future on a temporary basis 
All the employees are looking forward with enthusiasm to the in- 
stallation of the new machine 


Unions seem to be taking the position that automation is de- 
sirable and inevitable but they are demanding that the employees 
get at least a part of the savings. This factor should be taken 
into account when management is considering a change to more 
labor-saving devices. In fact the wage raises given in other 
firms and other industries that have mechanized may force wage 
raises in the non-mechanized firms 


Automation cannot come overnight in the wholesale tood busi- 


cooperative warehouses accounted for 10% of the total trade of 
all general line wholesalers." 

4. Computation made by dividing $8.5 billion, the 1954 vol- 
ume of retailer owned warehouses announced in the Cooperative 
Food Distributors of America, General Bulletin, May 23, 1956, 
p. ll, by $234 billion, the total volume of wholesale trade given 
in the Census of Business, 1954. 

5. "Automation, '' Business Week, October 1, 1955, p. 78 
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ness. Present investments are sunk costs and many wholesalers 
will wait until present equipment is amortized unless they are 
forced by competition to change. At least, there is some sticki- 
ness which causes a lag and gives at least some time for adjust- 
ment to new situations. 


The fact that marketing is a dynamic field has always been 
obvious. The next few years may drive this point home even more 
forcibly. The teacher in marketing has not only the job of keeping 
up with the rapidly changing situation but of keeping ahead of the 
changes. By study and research we must be able to judge with 
some degree of accuracy what the situation will be some years 
hence. It is for the years in the future that we are teaching to- 
day's students. 


The teacher in marketing can keep up to some extent by read- 
ing current publications and journals. However, more than ever 
we must keep in close contact with the businessman and ask his 
help in our efforts and also give him help when we can 


Joint efforts are taking place in the areas of electronic com- 
puters and materials handling which should be helpful to all of us. 
International Business Machines Corporation is cooperating with 
schools in the installation of computing machines and making 
available research grants in the field of electronic application. 
Several schools have already had conferences to look into the field 
of electronic computers. Washington State College will have an 
IBM 650 computer installed in the spring. A course in computer 
use and application will start next fall. We are hoping that at 
least one professor in each business specialty will attempt to 
keep up with the computer field. 


Joint work is being done in the materials handling field. The 
Supermarket News of October 8, 1956 carries the announcement 
that the National Association of Food Chains is setting up a foun- 
dation for the study of materials handling with the research to be 
done by graduate students. The Association plans set upa 
full time chair for a course in materials handling. 


I have not spent much time on any one point in showing the et- 
fects of increased mechanization in food wholesale distribution 
nor have I even mentioned them all. I have merely pointed out that 
a change in marketing does not take place in a vacuum but a change 
causes a chain reaction that can affect all phases of the field 


6. Supermarket News, October 8, 1956, p. 1. 
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CHANGING PATTERNS IN DRUG WHOLESALING 


George W. Kauffman 
Kauffman- Lattimer Company 
Columbus, Ohio 


This talk has been titled Changing Patterns in Drug Whole- 
saling but it might more aptly be called “Changing Patterns in 
Drug Distribution since we must first examine the changes in our 
economy and in the drug industry itself before we can understand 
their effect on drug wholesaling 


The basic trends which have had the most important influence 
on the distribution of drug store products since World War Il, as 
I see it, are as follows 


1. The move to the suburbs. Ample statistics are avail- 
able elsewhere to substantiate the fact that America is moving 
from older congested areas of our cities to newer suburban de- 
velopments and from isolated farm homes to residential sections 
of our smaller towns 


2. The trend to larger stores and self-service. This 
trend has been most dramatic in the super “market and grocery 
field, but it has been an important influence in the drug field. In 
fact the growth of super markets with their health and beauty de- 
partments certainly has been a strong stimulus in the trend to- 
ward larger drug stores with more self-service to answer this 
new form of competition 


3, The third basic trend, and possibly the most important 
to those of us in the drug trade, has been the dramatic develop- 


4. Trend number tour, which is not related too directly to 
the first three, is the swing by more and more manufacturers to 
indirect distribution. 


How have these basic trends affected the drug wholesaler? 
Let's examine them one at a time and see how he is moving to 
take maximum advantage of them 


Move to the Suburbs 

Trend number one is the move to the suburbs. The develop- 
ment of new residential areas with accompanying shopping centers 
to serve them has had an important influence on the drug whole- 
Saler's business. It is true that the large chain organizations 
generally get the leases in the bigger shopping centers -- those 


with 20 store units or more. Andthis, of course, doesn't produce 
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new business of any consequence for the wholesaler, since the 
chains usually operate their own warehouses. However, many 
more new drug store locations have developed in small shopping 
centers than in big ones. By small I mean as small as a three or 
four room center. Typically these rooms might be occupied by a 
grocery store of the superette size, a drug store, a hardware or 
variety store and possibly one or two service establishments. 
The appearance of 400 to 600 new homes in a well defined area 
will usually signal the development of one of these small shopping 
areas to serve the new neighborhood 


As far as the drug stores in these smaller centers are con- 
cerned, almost without exception they are put in and operated by 
independent druggists. The reasons for this are not hard to un- 
derstand. 600 families or 2,000 to 2,500 people can adequately 
support a neighborhood drug store doing about $75,000 per year 
volume. If our typical druggist has 1,000 families to serve, he 
should handle $125,000 per year in sales. On this volume, as an 
individual proprietor, he will do very well. On $75,000 volume 
he can live. Chain organizations on the other hand generally are 
not interested in any new location that won't produce at least 
$300,000 annual volume. So in the smaller shopping centers, 
which outnumber their big brothers by a substantial ratio, the in- 
dependents are getting the locations, and through them the drug 
wholesaler is experiencing a substantial increase in volume 


How much of our sales increase is due to this trend is not 
known exactly, but there are some bench marks we can check. 


The current Central Business District Statistics bulletins 
published by the Bureau of the Census highlights this move of the 
drug business to the suburbs. Let me cite one example which I 
believe is typical. Comparing 1948 with 1954, drug stores in 
Flint, Michigan's central business district increased their sales 
43.6 per cent. Stores in the standard metropolitan area outside 
the central business district increased their sales by 82.8 per 
cent. This pattern follows in virtually every city where this anal- 
ysis has been made. So the retail drug business is moving to the 
suburbs. The question is how much of this new business the 
chains are getting in the big shopping centers versus the independ- 
ents in the smaller centers. Other Census data indicate that the 
independents with a greater number of new stores are getting an 
increasing share of the market. The four~or-more chain units 
got 19.8 per cent of the total drug store business in 1954 com- 
pared with 21.6 per cent of the market in 1948. The A. C. Niel- 
sen Company reports that independent druggists increased their 
sales 6.3 per cent in 1955 over 1954 while the chains had a gain 
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of only 2.7 per cent. Nielsen further reports that the chains' 
share of the total market dropped to 18.8 per cent in 1955. This 
compares with the Census figure of 19.8 per cent for 1954 

From these facts, I believe we can safely assume that the inde- 
pendent druggists -- and through them the wholesalers -- are 
getting their share of the growing drug business. In fact we are 
quite sure of it when we see that general-line drug wholesalers 
increased their business 50.8 per cent between 1948 and 1954, 
while all retail drug stores including chains increased their sales 
only 30.9 per cent in the same period 


So, as people have moved to the suburbs, independent drug 
stores have followed them aggressively and thus increased their 
share of the market. As independents grew, so did the drug 
wholesaler 


Larger Stores and Self-Service 


The second basic trend in the industry -- larger stores and 
more self-service -- is a natural and direct result of the move to 


the suburbs. Most of our newer drug stores are in the new shop- 
ping centers, and larger rooms are the order of the day. The 
vast majority of pre-war stores had 1,200 to 1,500 square feet of 
selling area. The post-war stores are averaging three to four 
thousand feet 


Along with these larger storerooms the trend to self-service 
has moved into the drug store. The principles of self-service 
have been adopted in our newer stores particularly in those de- 
partments where direct supervision of a pharmacist is not re- 
quired. Druggists have found that self-service not only increases 
sales but cuts the high cost of service selling. The trade maga- 
zine American Druggist has conducted an annual survey for the 
last four years to measure this trend toward self-service. They 
report that as of January, 1956, over 10,000 drug stores were on 
self-service, or 21.1 per cent of all drug stores. In 1953, less 
than half this number were employing self-service or 9.2 per 
cent of all stores 


This dual development of larger stores plus self-service 
brought demands from retailers for help that we wholesalers 
hadn't experienced before. Setting up a pre-war store was a rel- 
atively simple matter. A row of wall cases, a few show cases, 

a small uncomplicated soda fountain, and you were in business. 
The larger self-service stores called for the professional advice 
of people experienced in design, layout and merchandising plan- 
ning. People with this experience were not plentiful, and they 
were all working for chain organizations. So the independent 
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druggist looked to his wholesaler for aid in bring his post-war 
store into being 


Many wholesalers responded to this demand by setting up 
store layout and merchandising departments. The activities of 
these departments were spotlighted at the recent annual conven- 
tion of the National Wholesale Druggists' Association when James 
Allen in his presidential address recounted the specific accom- 
plishments of some of them. The Southwestern Drug Corporation 
has installed a new drug store or completely re-modeled an old 
one every third day during the past year. McKesson and Robbins 
has done a similar job in one out of eight of all drug stores oper- 
ating in the United States in the last four years. The moderniza- 
tion department in our own company has averaged one store a 
month since its inception. These are only examples of what many 
wholesalers are doing, and many more are planning to do in the 
near future 


Many wholesalers are creating merchandising aids to im- 
prove sales in specific departments. Humiston-Keeling has de- 
veloped 17 distinctive display units to help their customers doa 
better selling job with emphasis on self-service. Two examples 
will suffice -- one a simple shadow box with peg board back and 
wire brackets for the display of hair care products; another a 
face powder rack with slide out wire trays so the consumer can 
conveniently see the various shades offered. Smith, Kline and 
French has designed a weight control department to help you gain 
or lose, which has added thousands of dollars to sales of drug 
stores in the Philadelphia area. McKesson's ''self-selector" -- 

a 21 foot wrapping counter unit for the promotion of fast moving 
national brands -- has been placed in 6000 stores in the last three 
years. Brunswig Drug has prepared complete departmental sell- 
ing kits for their customers, covering every step in a successful 
merchandising program. These include pictures of actual dis- 
plays, sample ads, tested selling sentences, related product sell- 
ing and other merchandising aids 


Another need sparked by this growth of larger stores, which 
the wholesaler is moving to meet, is in the area of store manage- 
ment. Our pre-war mamma-papa stores were not very compli- 
cated business operations. Profits were measured by the amount 
of money in the cash register. Buying was generally on a ''want 
book" basis. Clerk training was too often limited to precaution 
against clerk stealing. In fact our friend the pharmacist could 
run his business quite adequately standing in the middle of his 
store without any experts to advise him. But then he was doing 
about $35,000 a year. 
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Today in his modern suburban store he's doing 125 to 200 
thousand dollars a year. He has a business on his hands -- a 
payroll to meet, clerks to train and supervise, taxes to collect 
and taxes to pay, multiple reports, merchandising programs to 
plan and execute and a much higher rent factor which can only be 
supported by higher unit sales per employee. And how was he 
prepared to meet these new demands? Unfortunately, until the 
very recent introduction of pharmacy administration courses in 
our colleges of Pharmacy he had little or no business training ex- 
cept what he had learned the hard way. 


Here again he turned to his wholesaler. It's a rare whole- 
sale house today that isn't visited at least once a week by some 
customer seeking advice on the management of his store. In 
many busy wholesale houses it is once a day. The call may con- 
cern advice and assistance on opening a new store or remodeling 
an old one -- how do! lay out my store? How do I finance the 
venture ? How much rent can! pay? How much help will I need? 
The next call may be a druggist who simply isn't making any 
money. He and his wholesaler sit down and tackle the problem 
I don't mean to imply that the wholesaler has solved all of the 
business problems of the retailer, but those druggists who have 
openly sought the advice of their wholesalers, by and large, are 
good business men today as well as professional men. Most of 
them have competent bookkeepers, usually an outside agency, 
keeping their records. They are guiding their business froma 
monthly P&L statement. They are leaning more heavily on the 
wholesaler and his salesmen to handle their buying needs. With 
these shifts in operating methods, the pharmacist has freed his 
time for sales planning, clerk training and store supervision 
These are the druggists who are making money and commanding 
an ever increasing share of the market. They are also the drug- 
gists who are giving the wholesaler the major share of his vol- 
ume increase. 


Miracle Drugs 

The third basic development in the drug industry which has 
changed the pattern of drug wholesaling in the post-war years is 
the development of the so-called miracle drugs. Just prior to 
World War II the discovery of the sulfa drugs brought the first 
major discovery in pharmacology since the development of the 
antiseptic drugs following Pasteur's work. With the impetus 
which the war gave to research the sulfas were quickly followed 
by the discovery of penicillin, which opened up the marvelous 
field of antibiotics. These were followed by the discovery of 
cortisone and all of its derivatives. In tensshort years antibiotics 
and steroids gave the medical profession tools to conquer almost 
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all of the age-old infectious diseases of mankind with rifle shots 
instead of the shot gun variety of treatment which was all] that was 
available for fifty years preceding this era. Very recently two 
major advances, reserpine rauwolfia and chlorpromazine, prom- 
ise great things in tackling our greatest single public health prob- 
lem -- mental disease. They may also be key factors in conquer- 
ing some of our degenerative diseases such as high blood pressure 
In fifteen short years life expectancy at birth in this country has 
gone from fifty years to seventy years. From work now going on 
in laboratories with radioactive isotopes, responsible scientists 
tell us that a life span of more than one hundred years is attain- 
able in the next ten. If you would like some very interesting ma- 
terial on this subject in layman's language, I would strongly rec- 
ommend a talk given by Mr. William Laurence, Science writer of 
the New York Times, before the recent annual meeting of the 
National Wholesale Druggists' Association. Mr. Laurence is a 
two-time Pulitzer Prize winner. If his predictions are correct, 
those of us in the marketing world are facing some dramatic shifts 
in markets for ali types of products in the next ten years. 


Well, what does all of this have to do with changing patterns 
in the marketing of drug products in the past few years? Remem- 
ber that prior to World War II available pharmaceuticals were 
limited pretty much to elixirs, tinctures and common tablets long 
in use with very few specific products for any one disease. The 
same products were used year in and year out. Dispensing medi- 
cine was the rule rather than the exception with a great many 
doctors 


Suddenly with the advent of the miracle drugs the whole prac- 
tice of medicine began to change. Doctors were eager to use these 
new drugs, but they couldn't afford to give them away for the price 
of an office call. Besides, most of them were becoming too busy 
to have time to dispense. So prescribing gradually became the 
order of the day and dispensing the exception, and the druggist's 
prescription business grew rapidly. The rate of growth, as meas- 
ured by the Lilly Digest, from 1946 to 1956 was a 168.8 per cent 
increase in volume and a 45.4 per cent increase in average num 
ber of prescriptions filled. Obviously the average price of pre 
scriptions increased as the miracle drugs replaced the age-old 
remedies. 


As this trend progressed, the druggist had to spread his in- 
vestment over a larger number of items. The unit cost of these 
new drugs was high; he had to have many different forms available 
at one time; and with the rapid development of new products liter- 
ally every day, he couldn't afford to be stuck with obsolete items 
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So he leaned more and more on the wholesaler for his source of 
supply, working on faster turnover and a broader stock 


As the physician got farther away from dispensing, he relied 
more and more on the pharmacist for product information inclu- 
ding form, therapeutics and price. And here is where a new 
service was born in the wholesale house. New products have 
come on the market so rapidly in the last three years that the 
pharmacist himseli could not keep up with them. So he looked to 
his wholesaler for information service. Most wholesalers have 
set up some routine channel for supplying product information on 
a fast current basis to their customers and in such form that the 
druggist can easily catalog it. In our own house we prepare in- 
dividual catalog cards for each new pharmaceutical product an- 
nounced and mail copies weekly to our customers whom we have 
supplied with filing equipment for ready reference. During the 
first ten months of this year we issued one new product release 
for each calendar day of the year. Even this service isn't suffi- 
cient. Our pharmacist in charge of this section still averages 75 
telephone calls a day seeking product information 


That this whole trend has worked to the wholesaler's benefit 
is evidenced by the fact that fifteen years ago pharmaceuticals 
accounted for almost 25 per cent of our business. Today they ac- 
count for almost 50 per rent. Needless to say this is probably 
the most important trend in our changing pattern 


Indirect Distribution 
The fourth basic trend atiecting drug wholesaling has beena 

distinct swing by many manufacturers from direct to indirect 
distribution. Prior to World War II drug manufacturers had dis- 
tribution policies ranging all the way irom Eli Lilly and Co's 
famous policy of through the wholesaler only to some who didn't 
even have a wholesale schedule of prices. A great many manu- 
facturers followed a dual policy of supplying 75 per cent of the 
drug stores through the wholesaler and the balance direct. A $25 
minimum order to qualify for direct shipment was not uncommon. 
The cost of soliciting business on this basis was not too great 

onsidering the fact that you could hire a good salesman for $150 
a month in the 1930's. So mixed sales policies were the order of 
the day. The net result of this showed up in the 1939 business 
census when drug wholesalers got 68 per cent of the total avail- 
able business and manufacturers' sales branches handled the 
other 32 per cent on a direct basis 


Following World War II manufacturers found their direct 
selling costs rising rapidly. Freight rates climbed steadily -- 
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for example, in Ohio from a 75 cent pre-war minimum to $3.09 
today. The $150 salesman suddenly had to have $300 and up. 
Other costs rose in proportion. Even though the manufacturer's 
total volume increased to meet these rising costs, his unit order 
size did not increase at the same pace. Tocorrect this squeeze 
most manufacturers did the natural thing. They adjusted sales 
policies to take advantage of the inherent economies of wholesale 
distribution. They raised their minimum order levels to the 
point where a $100 minimum is more common today than a $25 
minimum. Some have gone completely to wholesale distribution. 
Others, particularly in the proprietary and toiletry fields, ap- 
pointed many more distributors to broaden their distribution. The 
net effect of this trend was to shift a growing share of the market 
through wholesale channels. In the 1948 Census manufacturers' 
sales branches handled 27 per cent of total available volume, 
which was a drop from 32 per cent in the '39 Census. In the '54 
Census their share of the market dropped again to 24 per cent. 
Since 1954 I believe this trend has accelerated at an even faster 
pace, which should show up in the next Census 


Lest someone think that this trend has worked solely to the 
benefit of the wholesaler, let me quote from a speech made re- 
cently by John G. Searle before the New York Security Analysts. 
Noting that the net profit of G. D. Searle and Co. before taxes 
averages 50 per cent of sales, he said this was due (1) concen- 
tration on relatively few products -- only 23 products in their line 
at the present time -- and (2) wholesaler-only trade distribution 
policy. Searle went "indirect only" in April 1951. It is today one 
of the top profit producers in the industry. Several other leading 
manufacturers have followed Searle's lead in the last two or three 
years, probably after watching Searle's profit performance. 


Conclusion 

We have examined the four basic trends that have had the 
strongest effect on drug wholesaling since World War II -- the 
move to the suburbs, growth of larger stores, miracle drugs and 
the swing to indirect distribution. But I wouldn't want to leave 
you with an impression that these trends have simply dumped a 
sizeable volume increase in the wholesaler's lap. He has had to 
move fast to meet the challenge of these trends and merit the in- 
creased volume they produced. Since 1946 members of the 
National Wholesale Druggists' Association alone have added over 
3 million square feet of modern new warehouse space to their 
facilities. This space accommodates approximately $300 million 
of new volume and required $90 million of additional capital to 
support it. Wholesalers are seeking out all types of training pro- 
grams today to build more productive sales forces and more 
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efficient operating organizations. Whether Mr. Laurence's pre- 
dictions evolve in the next five years or twenty-five years, I'm 
sure the wholesaler will be there and ready to meet the changing 
patterns of that time. 
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DISCUSSION 


James A. Brunner 
University of Toledo 


I am confident that we all agree that Mr. Kauffman has very 
lucidly pointed out several of the basic trends influencing drug 
wholesaling and the steps taken by wholesalers to adjust to them 
As he analyzed these, several points came to mind which I wish 
to discuss in order to amplify further the significance of these 
developments. 


Although as Mr. Kauffman observed, it is difficult to ascer- 
tain the percentage of retail drug sales accounted for by independ- 
ents which has been a concomitant of our race to suburbs, it is 
Significant that the relative sales position of the chains has de- 
clined since 1948. To this may be added the fact that independ- 
ents which own only one store accounted for 73 percent of drug 
and proprietary store business in 1954, thereby indicating the 
dominant position of these retailers in the drug field. Thus, as 
the populations of our suburbs have increased more rapidly than 
those of our central cities, the independent druggists have recog- 
nized the opportunity to capitalize upon this trend. Can there be 
any question that their success is partially the result of the will- 
ingness of the general line drug wholesalers to assist them by 
supplying sound merchandising ideas, developing store layout 
plans, and providing similar services generally associated with 
drug wholesalers? The ability of these wholesalers to raise their 
own sales volume by 50 percent in the same period is one indica- 
tion of their success in these endeavors. 


Accompanying this shift to the suburbs has been the willing- 
ness of the druggist to widen his line and to accept further the 
concept of self-service. Although there is still some controversy 
in the drug field concerning the advisability of selling proprietary 
medicine on a self-serve basis, over 1/5 of these retailers now 
employ this method of selling. Mr. Kauffman has developed the 
role played by the service wholesaler in this development, and no 
further elaboration on this point is deemed essential other than to 
enumerate a few of the lines which have been most successfully 
promoted by this method of display. 


As the American consumer has found more time for leisure 
activities and has expressed a greater interest in self-expression, 
the progressive druggist has capitalized upon this by developing 
his line of leisure-time products such as magazines, photographic 
supplies and phonograph records. To these, also have been added 
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many do-it-yourself items. Although the alert druggist can dis- 
cern the needs of his customers, and initiate or expand these 
lines without outside assistance, it has been the function of the 
service wholesaler to detect these trends on an area-wide basis, 
and to guide his customers in the development of these depart- 
ments 


Moreover, he has been of considerable assistance in helping 
them plan their store layouts, encouraging the use of wider 
aisles, more elaborate and longer gondolas for displaying toilet- 
ries and proprietary drugs. In order to meet the criticism of the 
sale of drugs without proper supervision, many wholesalers have 
recommended that these drug departments be located adjacent to 
the prescription department in order that the pharmacist may 
offer his professional assistance 


Asa result of this development of larger stores, the sales 
volume of the average proprietary store has risen significantly 
In 1954, 30 percent had sales over $100,000 as compared to 20 
percent in 1948. Moreover, 113 drug stores had sales over one 
million dollars in 1954. That this relative success of the retail 
druggist also has benefited the service wholesaler is exemplified 
by the 9.6 percent rise in their sales in 1955 over 1954, and the 
50 percent increase in the period, 1948 to 1954. 


Certainly one of the most dramatic developments in the drug 
industry has been the discovery of the sulfa drugs, the antibiotics, 
and the tranquilizers, or the so-called wonder drugs. As evidence 
of this growth, one may note that the 1955 sales volume of these 
wonder drugs was twice the amount for all prescriptions in 1939 
Mr. Kauffman has clearly demonstrated the importance of the 
service wholesaler as a source of information for the druggist, 
and I wish to comment upon a phase of this subject which I believe 
is also significant 


We are all acquainted with the demographic statistics which 
show that although the general population has risen 25 percent in 
the past decade, the population group under five years of age has 
risen by 67 percent, those five to nine by 61 percent, and those 
sixty and over by 53 percent. The development of these popula- 
tion groups has brought into prominence the importance of the 
fields of Pediatrics and Geriatrics, those branches of medicine 
pertaining to the two age extremes of our population. The ex- 
pansion of. these groups is particularly important to those in the 
drug industry, as they constitute two of the major markets for 
medicinal products. Although the average life expectancy of the 
senior citizen will rise but gradually above the current level of 
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70 years, nevertheless the fact that there are over 14 million 
persons over sixty-five in this country, and that the majority of 
them have physical disabilities, attests to the existence of an ex- 
panding market for drugs. 


One final trend which deserves comment is the use of a more 
scientific technique in wholesale operations. Not only are im- 
proved procedures and techniques used in physical handling and 
in clerical procedures, including the use of electronic processing 
equipment, but also in the area of sales management. Dr. James 
Davis's doctoral dissertation pertaining to the activities of whole- 
sale drug salesmen has encouraged several wholesalers to re- 
evaluate the activities of their salesmen, and to direct their efforts 
into more profitable channels. Many wholesalers are also using 
sales calendars to guide their men; and they are co-ordinating 
more closely their efforts with those of the manufacturers. 


A somewhat similar study was conducted about eighteen 
months ago by the NWDA concerning the activities of the whole- 
sale sales managers and how they spend their time. This too has 
enabled them to make their efforts more productive. 


One other aspect of this scientific approach has been the use 
of distribution cost accounting in order to evaluate the profitable- 
ness of a manufacturer's line. As the general line full-service 
wholesaler carries upward of 20, 000 different items from about 
2,000 different manufacturers, it is quite conceivable that some 
are unprofitable because the margins may have been set in the 
depression years, and the costs of wholesale operation have in- 
creased considerably since that time. Many manufacturers have 
been revising their margins to provide for these increased hand- 
ling costs, which have been pointed out to them by the drug 
wholesalers. 


Another example of scientific management has been the prac- 
tice of wholesalers of analyzing their customers more closely on 
a profit and loss basis, They are not only determining those 
which are not being sold profitably, but also they are endeavoring 
to show the retailers which brands in the various drug lines are | 
the best sellers. By thereby encouraging the retailers to pro- 
mote the fastest moving items, the wholesaler not only increases 
his sales but also those of his customers. 


What effect has the use of scientific management had upon 
the operations of the wholesalers? Ina recent study by The 
National Wholesale Druggists' Association, one may note evidence 
of increased efficiency. Indicative of this improved efficiency is 
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the fact that for every one million dollars of sales in 1955, the 
services of 1.7 less employees were required than in 1954. In 
the office, only 6.5 employees were required to handle a million 
dollars in sales as compared to 7.2 in 1954; in the warehouse 
only 7.9 persons compared to 8.5 in the previous year; and in 
the sales department 4.5 as compared to 4.9 in 1954. In addi- 
tion, the stock turnover ratio was increased to 5. 84 from 5.55, 
and the average stock decreased to 63 days, a decline of three 
days from the preceeding year 


From Mr. Kauffman's comments, it is evident that the serv- 
ice wholesaler in the drug field has kept abreast of these develop- 
ments and has given valuable assistance to the druggist as he has 
had to cope with the rapidly changing market. Much of this 
technical information has enabled the pharmacist to devote his 
time more efficiently to those professional activities for which 
he has been trained 
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MODERN DEVELOPMENTS IN HARDWARE WHOLESA LING 


Robert Vereen 
Hardware Retailer 
Indianapolis, Indiana 


How capably is the hardware wholesaler performing his func- 
tion? Is he keeping up with changing needs? What is his future? 
These are questions which manufacturers are asking today. 


Hardware wholesaling is a giant which nobody really knows... 
a giant with tremendous strength and potential...a giant with the 
demonstrated facility of storing and moving mountains of mer- 
chandise efficiently and economically... but a giant with several 
sore spots on his anatomy. It is these sore spots which we are 
going to probe this afternoon. 


Certainly there is no need to impress you with the necessity 
of the hardware wholesaler, for hardware by its nature is a slow- 
moving line. One does not consume a hammer or housewares 
item as quickly as one devours a pork chop, so what the retailer 
lacks in rapid turnover, he makes up for by variety of stock. 


His problem is to maintain an adequate inventory with plenty 
of variety without paralyzing his working capital. To do this he 
must of necessity buy from the wholesaler who will ship him the 
items he wants in the small quantities he needs, and with the 
speed so essential to improve his turnover. 


These basic hardware fundamentals make it impossible or 
highly improbable that either the hardware manufacturer or re- 
tailer could profit, or perhaps even survive very long, without 
the services of wholesalers. 


But these facts are no ironclad guarantee of perpetual pros- 
perity for the wholesaler. Today he finds himself in the midst of 
his own revolution in distribution--the sharply pitched battle for 
low-cost wholesaling. There already have been casualties in this 
battle and there will be more, a weeding~-out of the ineffectual, 
slow-to-change wholesaler in some instances, or else a surrender 
on the part of others who find the rewards insufficient compensa- 
tion for the wear and tear of battle. 


Hardware wholesalers recognize three main areas of conflict: 
(1) Costs must be controlled or reduced; 


(2) Outmoded and unnecessary services must be eliminated; 


(3) Newer and more necessary services must be added. 


66 


MODERN DEVELOPMENTS IN HARDWARE WHOLESALING 67 


To make a profit, to remain competitive yes, even to exist, 
wholesalers are marshalling their forces and regrouping to do 
battle along these lines. These are days of critical self-analysis 
in the hardware field, but they are days of inspiring self- 
improvement, too 


Cost Control 


If hardware wholesaling is indeed a giant, rising overhead is 
a cancer that is assuming herculean proportions. Unless the 
wholesaler controls rising costs, he can take no further steps 
towards self-improvement. Automation as it is known in manu- 
facturing can never be fully attained in wholesaling. A distribu- 
tor can only mechanize to a degree--he must still deal with people 
in writing, processing and filling orders, and the productivity of 
people cannot be increased without limit. However, those forms 
of automation which are possible -in billing, processing orders, 
inventory control and materials handling--are being analyzed and 
adopted in hardware as quickly as possible. But I'm sure you are 
much more interested in management changes and in the over-all! 
philosophy of low-cost wholesaling than in discussing mechanics 
within the wholesale house 


Controiling costs is not enough for the wholesaler today. He 
must reduce them. Todo so, hardware distributors are finding 
it necessary to establish minimum annual volumes from custom- 
ers-~and ultimately, minimum values per order (with some 
rather obvious exceptions provided tor}. This does not mean 
wholesalers are avoiding their responsibility to manufacturer or 
retailer. On the contrary, it permits more economical distribu 
tion and enables the distributor to perform more useful services 
The wholesaler realizes that smali orders and small accounts, 
while they add to volume, multiply paper work, sales effort, 
warehousing, etc., and are, in the end, actually unprofitable 
Furthermore, retailers are beginning to realize that it is to their 
best interest to concentrate purchases with a few wholesalers so 
as to be important as a customer and so that they can ‘expect and 
receive more help. This one step, admittedly a sharp break ° 
tradition, benetits both groups 


How much business does a wholesaler expect? Generally 
$1,500 to $2,500 annually is the minimum average for an account 
having growth potential. Accounts are classified as having lim- 
ited sales potential, those which buy occasionally but do not re- 
quire a salesman's attention, and those with true growth potential 
One wholesaler J know about closed out 399 accounts last year 
yet this year he's doing more volume than ever because he is able 
to render better service to his good customers, those he kept on 
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the books,. Dollar volume of his average order this year is up 
14. 8 per cent. 


Intensive cost-analysis points out an equal need for a mini- 
mum value per order. Commissions are being eliminated on 
small orders; service charges are added; and in many cases a 
price differential is established for full package orders contrast- 
ed with broken packages. 


The hardware industry also is moving towards franchised 
distribution. One of the wholesaler's most common complaints 
is that manufacturers promiscuously appoint distributors until a 
line becomes unprofitable to all handling it in any marketing area. 
When a distributor has a protected territory he can afford to do 
missionary work at the retail level--conduct demonstrations, 
hold sales meetings, work with samples, and so forth--for he 
knows that he alone will reap the sales in his area, not some do- 
nothing jobber who happens to be around when the retailer finds 
himself ready to re-order. But loyalty is a two-way street. The 
wholesaler has a responsibility--he must actually put extra effort 
behind the manufacturer's product. He cannot ask for selective 
distribution and then ''bury the item in his catalog and do 'busi- 
ness as usual.'"! 


It is an incongruous fact that the manufacturer who buys the 
finest talent in all other phases of his business--product design, 
packaging, advertising and promotion--oftentimes fails to be se- 
lective in judging and appointing distributors. 


As manufacturers and wholesalers weed out lines they are 
encouraging specialty wholesaling. Many small distributors who 
have been operating as full-line hardware wholesalers, carrying 
20 to 40 thousand items in inventory, are finding it unprofitable 
to maintain such broad stocks. Sales analysis quickly shows why 
--a few departments provide the bulk of volume. Remaining items 
slow turnover, keep capital tied up, and make it difficult for buy- 
ers, sales managers and salesmen to function efficiently. 


By specializing, small wholesalers are able to reduce inven- 
tory and speed their service. Buyers can keep pace with new de- 
velopments easier and salesmen find it simpler to know stocks 
and counsel with retailers. It is a trend that will bear watching 
as more and more wholesalers analyze their operations and seek 
to lower costs. 


Now... what is the ultimate development in hardware whole- 
saling? It is the merchandising distributor, the wholesaler oper- 
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ating in true business partnership with his retail dealers and 
factory sources, offering low costs and outstanding services, be- 
ing selective in his lines without being a specialist in a few fields 
Merchandising distributors can be large or small; size is nota 
determining factor. They simply recognize their selfish stake in 
helping retailers move merchandise to the consumer. They are 
not content to dump it in the dealer's back door and let him bear 
full responsibility for its disposal 


Today there are dozens of merchandising distributors in 
hardware. Tomorrow there should be hundreds, for the retailer 
can buy more from his wholesaler only when he sells more. QOb- 
viously, the wholesaler who helps his dealers sell is in a position 
to sell them more. Retailers are concentrating their purchases 
with key wholesalers and assuming certain functions which they 
can better afford then their wholesaler. The savings thus achieved 
are being shared by the partners. This strengthens both the re- 


tailer and wholesaler 


When a wholesaler agrees to work closely with retailers, he 
asks for a guarantee of considerable volume from each dealer, 
at least $10,000 annually to begin with, generally substantially 
more. It is plain to see that a wholesaler with 500 or so accounts 
giving him $10,000 more annually is in an enviable position to do 
business at lower cost compared to the wholesaler receiving the 
same volume from 1500 to 2500 accounts 


The retailer helps him reduce costs in other ways, -~order- 


ing so the wholesaler can chart the tlow ot business through office 
and warehouse, thereby operating with a smaller work torce-- 


paying invoices 2 or 3 times a month, reducing the size and ex- 
pense of the credit department, accepting merchandise delivery 
only on certain days of the week, et Eventually we should see 


the day when hardware men send checks with their crders as 
some grocers now do, completely eliminating the wholesaier's 
credit department. By assuming these and other responsibilities, 
the retailer enables the wholesaler to perform services which he, 
with his limited manpower and financial resources, cannot per- 
form by himself, services which make independent retailers com- 
petitive with the most aggressive chain or mail-order tirm in 
existence 


The wholesaler is stepping in as a professional--and very 
personal--advertising and marketing counsellor for the retailer 
He possesses a grass-roots understanding of the retailer's trade 
area. He is able to plan promotions and sales to coincide with 
regional buying practices. He offers the combined merchandising 
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and buying power of all cooperating retailers as a means of ob- 
taining better values and better promotions for each dealer 


Good merchandising distributors are providing such things as: 


(1) A number have developed basic stock lists and pre-printed 
order forms which help the retailer manage his business and con- 
trol turnover and inventory. 


(2) Most wholesalers encourage dealers to use modern man- 
agerial techniques, and by working closely with the state and 
National Retail Hardware Association are helping retailers im- 
prove their profit picture. Many encourage the retailer to adopt 
such programs as installment selling; some actually sponsor 
credit-selling programs for their dealers 


(3) They provide circulars and/or catalogs for distribution to 
consumers, comparable or better in quality than those offered by 
chains. These are usually designed to tie in with consumer pro- 
motions sponsored by the National Retail Hardware Association 
in Saturday Evening Post and Farm Journal--such promotions as 
IRHA ''Hardware Week" and ''Family Gift Center." 


This is by no means a complete list, but it is indicative of 
the services over and above warehousing and selling which are of- 
fered by the merchandising distributor 


To do these things and others not mentioned, a salesman can- 
not be an order-taker. When smali accounts were dropped, he 
was freed to spend more time helping his remaining accounts. As 
these accounts develop, the salesman becomes the professional 
counsellor the retailer needs, helping him conduct store meetings, 
run demonstrations, plan special events and promotions, train 
salespeople, et« 


But merchandising distributors are still in the minority as of 
today. What about the others? 


Dealers' dissatisfaction with many of the old-time wholesalers' 
practices--such as selling to every account in town, large or small; 
failure to help the retailer move the merchandise, selling consumer 
merchandise at ''wholesale" to industrial accounts and other individ- 
uals, and the high costs brought about by doing only a little business 
with many accounts--encouraged some retailers to set up their own | 
wholesaling establishments, the dealer-owned distributor. The 
growth and success of these dealer-owneds likely will force even 
the most reluctant old-line wholesaler to make an "agonizing re- 
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appraisal" of his current operation. 


Is he going to be an industrial distributor--or is he going to 
service retailers? 


One thing the dealer-owned firm has done is develop an es- 
prit d'corps among retailers, something that many privately 
owned wholesalers have not successfully achieved. Convincing 
the retailer of their joint interests and the necessity for a close 
alliance is the major task facing the wholesaler who is striving 
to become a merchandising distributor. 


This sales job is one for wholesaling's top management--not 


for the salesman who has been calling on the retailer day-in and 
day-out, writing up orders for one-only of this and quarter dozen 
of that. I do not mean to say that the salesman wouldn't be cap- 
able of selling this working relationship. Many have done so. | 
say rather that it is bound to be a more lasting, more respected 
and more easily sold alliance when the wholesaler's chief execu- 
tives spell it out to the retailer, gain his approval and learn of 
his problems and suggestions. 


Any revolution depends upon the strength and salesmanship 
of its leaders. Hardware wholesaling is in a revolution today. 
The success of the wholesaler striving to maintain a profitable 
operation by becoming a merchandising distributor will depend 


greatly upon top management's salesmanship. 


Hardware wholesaling today, and in the future, has never 
been summed up better than by a friend of mine from Charlotte, 
N. C., in our May 1956 issue which analyzed the wholesaler's 
role in distribution--his responsibilities and opportunities My 
friend put it simply...'"'It's no place for amateurs. '"' 


! 
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DISC USSION 


A. J. Alton 
Miami (Ohio) University 


First, I wish to say that Bob Vereen has offered a very timely 
and tnought pro. coking message to hardware wholesalers It is 
of much value to enjoy the benetits of an analysis made by an in- 
dividual who is not directly associated with the area under ques- 
tion That is one of the advantages of the report we have just 
heard 


I believe it is worthwhile to comment on the fact that the 
steps or actions which might be taken by hardware wholesalers to 
meet the challenge of the future are not startling innovations 
which one learns oi for the first time. That seldom seems to be 
the case Per:aps the developments which are taking place are 
modern in the sense that these techniques and concepts are being 
applied tor the iirst time to a considerable degree in hardware 
wholesaling 


The acceptance and uti: zation of new ideas is, of course, a 
real problem : selit. This suggests the existence of consider- 
able inertia which Bob Vereen }as made reference to. It has 
been my obser ation that tradition has characterized the opera- 
tion and outlook ot many hardware wholesalers 


't would be wise itor a hardware wholesaler to look into the 
future and attempt to perc’eve the kind of marketing picture whict 
will exist some years from now The various changes now taking 
place with respect to location of population, the type of retail out- 
lets, tie:r size and number, and merchandise categories will have 
a great bearing upon the place of the hardware wholesaler in to- 
morrow's economy 


not suggeting that rardiware wholesalers will experience 
a toboggan siide that dry goods wholesalers experienced. Per 
haps the tuture wiil be brighter than the present for hardware 
wholesalers Th’s basic question must be answered by eack 
wholesaler to the best of his ability, and plans made accordingly 


itis true, as Peter Drucker stated last year at these meet- 
ings, that marketing :s the critical area of business management, 
and we might ad? every wholesaler is one of the ingredients 
Wi at reaction might you have as top management of a wholesale 
hardware establishment tc Drucker's further remarks that "the 
major marketing job is one oi tinding conceptions of developing 
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new marketing systems, new distributive channels...we may 
have to change our whole frame of reference to develop a new 
marketing structure. 


These are problems which confront sources of supply as well 
as retailers. No matter what the tentative conclusions of any 
manufacturer or retailer may be, the same basic economic fac- 
tors which ultimately determine the marketing structure of to- 
morrow can just as readily be evaluated by wholesalers. 


An example of a basic change in the composition and impor- 
tance of two segments of hardware wholesaling are the data per- 
taining to the number of establishments and sales volume of, 
general line and specialty hardware wholesalers. In 1929 general 
line wholesalers numbered 953 and accounted for 94 per cent of 
the sales; specialty wholesalers numbered but 296 and were re- 
sponsible for 6 per cent of sales. Nineteen years later, the num- 
ber of general line houses had fallen to 673 while specialty whole- 
salers numbered 1,480. The general line wholesalers' share of 
the market had fallen from 94 per cent to 85 per cent. 


An intriguing speculation stemming from Bob Vereen's de- 
scription of the merchandising distributor is the possibility of its 
development into a chain sponsoring wholesaler. Although they 
are at present of relatively little significance in the hardware 
trade, it is estimated that retail members of voluntary and co- 
operative groups accounted for 46 per cent of the independents' 
grocery volume. 


The description of the proposed activities and objectives of a 
merchandising distributor suggests that it is not very much of a 
step for such a wholesaler to become a sponsor of a voluntary 
chain of hardware dealers. Certainly this is a possibility to be 
evaluated by hardware wholesalers. In light of future develop- 
ments in the marketing of hardware, does the voluntary offer ad- 
vantages not otherwise attainable to the same degree? Is sucha 
development feasible and logical? I certainly would speculate on 
that to some extent. 


A recent study which I conducted was concerned with price 
determination by wholesalers in several lines of trade including 
the hardware trade. It was apparent that wholesalers in all lines 
of trade were caught on the horns of a dilemma. Margins on 
many lines of goods had suffered through the years while opera- 
ting expenses had risen. 


Under such circumstances, it behooves top management to 


74 ADAPTIVE BEHAVIOR IN MARKETING 


to consider all possibilities of reducing expenses and increasing 
gross margins. Some of these possibilities have been suggested 
in Bob Vereen's talk. 


From all appearances, it seems that the largest firms on the 
average are most likely to incorporate the more modern develop- 
ments into their operation. Some innovations are more readily 
adaptable to a sizeable operation, and the expense entailed is 
more easily underwritten. However, the smaller wholesalers 
predominate the hardware trade, 64 per cent of the total having 
annual sales of less than 3 million. Another 14 per cent have 
sales from 3 million to 4 million. A large bulk of the trade is 
composed of the smaller houses where inertia is likely to exist to 
a much greater degree 


In some instances there has been a decided effort to gain new 
customers and keep old ones by emphasizing the house policy of 
selling any small amount rather than stipulating a minimum dol- 
lar value on each order. This was a competitive device utilized 
to obtain business from competitors. Much emphasis was put on 
over-the-counter sales, and no additional charges were levied. 
This certainly is in direct contrast to the concept of minimum 
order size. In addition, salesmen scrounged for every possible 
order regardless of size and future sales potential of the dealer. 


Much improvement may be effected in the area of price de- 
termination. One wholesaler has improved his gross margin 
position considerably by instructing his buyers to refrain from 
pricing largely according to age old traditional average markups 
In another, house management was simply unable to teach old 
dogs new tricks in the same regard. This is an outstanding area’ 
of operation teeming with tradition 


Perhaps the outstanding barrier preventing the attainment of 
the logical and feasible modern techniques and methods of opera- 
tion in hardware wholesaling is the obstacle of inertia fortified by 
tradition. An open mind when looking toward the future and the 
willingness to underwrite the expense of some badly needed re- 
search, will do much to insure a successful future. 


ADAPTIVE BEHAVIOR 
IN FACILITATING AGENCIES OF MARKETING 


CHANGES IN THE SCOPE OF ADVERTISING AGENCY 
SERVICES AND COMPENSATION PROBLEMS 


Frederic H. Glade, Jr. 
New York University 


I want to say at once that my understanding and comprehen- 
sion of advertising agency services and compensations problems 
may be different from that with which you are most familiar 
For it appears that the subject has been studied by practictioners 
of advertising, by journalists on the business press, and by stu- 
dents of advertising. The first two tend to study such problems 
as immediate and individual; to examine the trees of daily opera- 
tions. The last tends to study such problems as long run and 
ubiquitous; to examine the forest of eternity. And Iam a student 
of advertising with the shortcomings and advantages typical of 
that point of view. 


It should be said, too, that a definitive treatment of agency 
services and compensation is impossible today because of insuf- 
ficient time. Even if there were suificient time, a definitive 
treatment is impossible because complete knowledge of all agency 
services and compensation problems simply is not available 


For it is no secret, and even a casual observation of the 
scene discloses, that services and compensation problems vary 
tremendously from one agency to another, that they vary trom 
one client of a given agency to another, and that they vary even 
on a temporal basis in any given agency-client relationship. The 
pattern is so heterogeneous that one is tempted to ask, "which 
agency and client shall we talk about ?"' 


Nevertheless, through a sampling of experience past and 
present it is possible to examine the reactions of the advertising 
agency to its dynamic environment and speculate on the iuture of 
agency services and compensation problems in general 


Now it is apparent to students of business, of which adver- 
tising is a part, that growth and development or atrophy and de- 
cline of an industry, indeed of individual firms, is the end story 
of challenge and response. Successful firms and thriving indus- 
tries adapt their methods and structure to the challenge of their 
environment; bankrupt firms and dying industries do not 
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The advertising agency industry, from its beginnings more 
than a century ago, has been among the more virile institutions 
in its adaptive behavior. It will continue this behavior indefinite- 
ly assuming the following remains in its environment: 


1. The competitive system of voluntary choice to pro- 
duce and to consume - the free market - will continue 
to exist in the United States in spite of slow mitiga- 
tions of these freedoms 


2. Production and productivity will continue to increase 
at rates faster than the population. In other words, 
competition among firms and products will be keener. 


3. Consequently, that all forms of aggressive selling 
will continue to be necessary and possible. 


4. That media will continue to depend in great measure 
upon advertising revenue, for their existence. 


5. Finally, that thinking men of courage will continue to 
make a career of advertising 


But a dramatic change in the environment of the advertising 
agency has taken place. After an abortive start by the Federal 
Trade Commission more than thirty two years ago - December 17, 
1924 - the traditional rules of compensation arrangements have 
been changed by recent Federal government fiat. 


Now the anti-trust suit filed by the Department of Justice on 
May 12, 1955 against six trade associations representing many of 
the country's newspapers, magazines and advertising agencies 
came as no surprise. Rumors about it had been circulating for 
some time. The suit held center stage for little more than a year 
On May 22, 1956 the four trade associations, representing the 
magazine publishers, following the lead taken earlier in the year 
by the American Association of Advertising Agencies and the 
American Newspaper Publishers Association, signed consent 
judgments. 


In essence the trade associations are enjoined from entering 
into any agreement establishing or stabilizing agency commis- 
sions; requiring or requesting any advertising agency to refrain 
from rebating or splitting commissions; and requiring any med- 
ium not to do business with or not to recognize any advertising 
agency. Further, they are enjoined from establishing rates for 
advertisers who wish to deal directly with media, or attempting 
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to do so, and from interfering in credit and commission arrange - 
ments between any medium and agenc 


The most significant result of the 1iling of the suit, to this 
student of advertising, was the vast amount of wordage, in pri- 
vate discussions and public print, created by it. Once again the 
problem of agency services and compensation was opened for 
discussion as it has been many times during the past half-century 
To some observers oi the scene it was like viewing a revival of 
an old musical on a television spectacular or the remake of 
''Moby Dick.'' The players are diiferent, the plot has been al 
tered, and the dialogue tightened up. But the theme remains the 
same 


The most signiticant result of the settlement of the suit was 
the implied agreement by the principals involved that the agency 
business is interstate commerce. a departure trom the contrary 
principle established by the United States Supreme Court on April 
19, 1920 in Blumenstock Bros. Advertising Agency vs. Curtis 
Publishing Company (This lack of Federal jurisdiction, inci- 
dentally, was said to be the reason that the earlier Federal Trade 
Commission suit was dismissed on January 22, 1930). Because 
oi this implied agreement, self-interest, candor and honesty re- 
quired formal] recognition of pricing practices which in fact de- 
parted trom the traditional 15% system 


The stage now has been set tor open price competition amc 
agencies, as well as competition on quantity and quality oi serv- 
ices it seems in order at this point to review brietily some of 
the milestones in agency reactions to environment before proceed- 
ing 


About the only remaining similarities between the pioneering 
advertising agenc:es and those currently on the scene are the 
name and the commission method of compensation. The name it- 


self. however, is a misnomer ontwoccunts. First, the word 
agency in the terminology frequently does not have the strict legal 
connotation associated with it thas, rather, an economic con- 
notation And the principal tor whom the agency tunctions is not 
clear. Second the scope ot services has become so broad in 
some agencies that the word advertising no longer describes the 
variety ot functions performed It is significant that some agencies 
omit advertising or agency or both in their letterheads and house 
advertisements Now 1s a result of the recent consent agree- 
ments the traditional 15% mmission system has been abandoned 
in prineisle by the trade associations, if not yet, or ever, com- 


pletely in fact by media and agencies 
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But from Volney B.:- Palmer and John L. Hooper, two of the 
pioneers of the 1840's, until shortly before World War I such was 
not the case. The advertising agency during this period developed 
four different methods of operation, and two methods and sources 
of compensation in response to the challenge of its dynamic envir- 
onment. 


The original advertising agent was a legal agent of newspaper 
publishers and was a product of the early nineteenth century en- 
vironment. The improved availability of printing materials and 
machinery and the increase in literacy led to periodical advertis- 
ing. The advertiser no longer was restricted to the use of the 
spoken word and pictures on signs and handbills in a small geo- 
graphic area for the purpose of identification. Moreover, indus- 
trialization was a compelling force in motivating the advertiser 
to adopt new methods and techniques. The factory system replaced 
the domestic system. Production and productivity increased. A 
great variety of goods, some of which were considered comforts, 
became available. And the increasing population tended to become 
urbanized. Merchants first, and manufacturers later, began to 
use newspaper advertising 


In dealing direct, however, advertisers' and media's problems 
were. manifold. Disregarding the problem of making contact in 
the first place, advertisers were contronted with extremely fbex- 
ible rate schedules and discounts, unreliable circulation figures, 
unstandardized column and page sizes, andthe like. Publishers 
were confronted with filling ''white space'' by the printing deadline, 
collecting accounts receivable, and inadequate instructions for 
advertisements 


The growth in the number of newspapers and advertisers was 
the catalyst which produced the pioneer agent 


These agents had authority to make rates for newspapers 
which were binding, contract to sell space, collect accounts re- 
ceivable, and deduct a commission, usually 25%. 


Imitators of the successful pioneers soon made for spirited 
competition and it became a practice for advertisers to submit 
advertising plans to all known advertising agencies with a promise 
of awarding the contract to the lowest bidder. Price cutting was 
the result and agencies began to offer each publisher a lower gross 
price than that which they offered advertisers. In short, they sold 
space piecemeal at one price and bought it at a lower price. They 
became space brokers, and received a trading profit as well as 
the commission 


1S 
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On March 5, 1865, George P. Rowell inaugurated the space- 
wholesaler method, a modification and improvement of the space- 
broker method. Instead oi selling space piecemeal! to advertisers 
and then buying it according to orders on hand he bought space in 
bulk for a year and resold it in smaller quantities 


Rowell's response to the environment scarcely had time to 
prove its value before it in turn was modified by Carlton and 
Smith of New York about 1867. They introduced the exclusive 
space-wholesaling method in which all advertising space of a 
newspaper was purchased for a year and resold to advertisers as 
needed 


Thus in less than thirty years the advertising agency devel- 
oped four methods of operations and two methods and sources ot 
income. And it is probable that the leading agencies utilized 
them all simultaneously 


By 1875 the advertising agency was operating largely as an 
independent middieman dealing in space receiving both a commis- 
sion and a trading profit. Large city newspapers reacted to this 
by hiring a ''special" advertising agency - a reincarnation of 
Palmer and Hooper - which would devote all of its time and en- 
ergy soliciting for one, or at most a ftew large non - competing 
newspapers These were the forerunners of today's newspaper 
and station representatives 


As the ''special"' agencies grew in number they posed a threat 
to the older "general'' agencies. Other forces in the environment 
changed, too. The techniques and strategies of advertising had 
become more complex and subtle. Advertisers no longer could 
rely upon mere announcements that merchandise was available in 
certain locations. Market and media research, persuasive sales 
messages, illustrations to gain attention and to demonstrate the 
product, campaign themes built on the psychology of the buyer. 
were part of successful advertising. But no library of such knowl- 
edge existed. Such knowledge as there was, existed in the minds 
of the advertising agencies on the basis of observation and experi- 
ence. A new concept of the advertising agency business was, 
therefore, possible. The advertising agency could advise the 
advertiser on how to make advertising pay, and, possibly, per- 
form the necessary techniques 


Rowell was one of the first to recognize the threat posed 
by ''special"’ agencies and on January 27, 1875 the George P 
Rowell Company issued a circular detailing policies of future 
operations of the agency. He would work with and for the adver- 
tiser. In short, Rowell would take the advertiser into his con- 
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fidence, work for the advertiser, buy space for the advertiser's 
need. He would, however, continue to receive his income out of 
the commission allowed by publishers even though, and I quote 
from his memoir 


"The advertiser could, with entire propriety, pay the agent 
for his services, but the practice of allowing a commission is so 
thoroughly established that its propriety is never questioned. "' 


Frederick Wayland Ayer, founder of N. W. Ayer and Son, 
followed Rowell's lead within a year with one important modifica- 
tion. He proposed to contract with the advertiser on the net 
price paid by Ayer (after deducting commissions and rebates) 
plus a fixed percentage covering Ayer's expenses and profits, 
provided the advertiser agreed to deal with no other agency. 
Ayer's plan went into effect in January, 1876 at several different 
rates. N. W. Ayer and Son followed the principle down to 1949 
when it, too, decided to bill at gross rates less the media's com- 
missions. The reason given at that time was that the growth of 
radio and television advertising placed the Ayer firm in the posi- 
tion of charging substantially more than other agencies were re- 
ceiving for similar services 


In spite of the philosophy expressed by Rowell and Ayer in 
the 1870's they apparently «ontinued to seek business as space 
middlemen for at least another twenty five years. 


But the day of the modern service agency had arrived, even 
though the precise time is indeterminable. Before 1890 the mod- 
ern service agency was rare, after 1910 it was common 


Space buying was the major service tor many years. Stimu- 
lated by the competition of independent ''copy shops" and publish- 
ers' copy service bureaus, the advertising agency added copy to 
its services about the turn of the century. Campaign planning, 
market research, art and illustration followed quickly but until 
approximately 1920 media and copy service were king and queen 
in the agency business 


With the establishment of publisher and agency associations, 
rigid media rates, media representatives, the Audit Bureau of 
Circulations, and publishers' service bureaus, the position and 
the income of the advertising agency became stabilized 


Since World War I the changes in agency services and com- 
pensation problems have been in direct response to the competi- 
tive needs of clients, the increased strategical and technical com- 
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plexity of preparing complete marketing campaigns, the direct 
and indirect competition for clients. The question of what the 
agency should do and is doing for the client has plagued both ever 
since. 


Printers' Ink, in a 1925 editorial, said in part 


"What should an advertising agency do for a client? Can any- 
one enumerate and define the exact duties of an agency? Can any- 
one actually prove that an agency shall go so far and not a step 
farther in its relationship with an advertiser? This is a problem 
that is giving concern to both advertising agent and advertiser "' 


In a talk before the Tenth Annual Convention of the American 
Association of Advertising Agencies in Washington D.C. on Octo- 
ber 27, 1926, one speaker began his address, ''Where Advertising 
Agency Service Begins and Ends" by saying: ''Here is a topic to 
try the soul of the advertising agency economist ‘'' He continued: 
'The man who can tell where the East begins and where the West 
begins might succeed in answering where agency service begins 
and ends." 


And it needs to be said here that the so-called ''commission" 
method of advertising agency compensation has long been the sub- 
ject of extended and bitter discussions. Indeed within a year of 
its founding (1888) Printers' Ink devoted space to the question and 
has continued to do so ever since. The Federal Trade Commis- 
sion, as has already been indicated, spent more than five years 
gathering about 3000 pages of testimony, about 3000 pages oi 
documentary evidence, and about 500 pages of briefs on the ques- 
tion, after a year and a hali of preparation. The 4A's financeda 
study of agency services and compensation in 1933 The ANA 
tinanced an analysis of this study and conducted its own study in 
1934. The 4A's then analyzed the ANA study. Need I say their 
conclusions and recommendations were opposed? Fortune mag- 
azine had an article in its October, 1956 issue on the question 
and it was reported on October 25, 1956 that a new study by the 
ANA is to be available next tall 


If the passing picture of agency services and compensation 
problems was blurred before, it is now obscured and chaotic 


Now, considerable time has been given today to agency his- 
tory But it has been done deliberately in order to developa 
perspective on current agency services and compensation prob- 
lems. It is hoped that two things are clear. Qne, a century-old 
institution has taken all that time to become what if is today in 
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response to the stimuli of its dynamic environment. Two, agency 
services and compensation problems are nothing new in the 
agency business. They are in a perpetual state of evolution. 

They are the product of technological changes in the communica- 
tion arts, of changes in economic and social forces, and of re- 
sponses of men and groups of men thereto. : 


The answers to four questions may now be attempted. What 
services do agencies currently perform for clients? What is the 
compensation pattern for these services? Why is the compensa- 
tion pattern the way itis? Why are the services rendered? 


Every agency, of course, plans, creates and places printed 
advertising for its clients. But the number and variety of extra, 
supplemental or collateral services is so large as to all but pre- 
vent a complete listing and classification of them. There probably 
is no marketing service that some agency has not performed for 
some client at some time, or at least given counsel and advice 
upon. In addition, agencies have given performance or counsel on 
a surprisingly large number oi non-marketing services. Fora 
large number of agencies operate under a philosophy of partner- 
ship with clients. In effect, these agencies are an adjunct to the 
marketing departments of their clients. They are marketing 
management consultants; or it you prefer, marketing management 
engineers. (The term is unimportant but it would help for refer- 
ence purposes if some semanticist could create a descriptive title) 
This much seems certain. The majority of progressive and suc- 
cessful agencies are extending their services over an ever wider 
range of marketing activities in varying degrees and establishing 
beach heads on several non-marketing activities 


A number of studies has been made over the years on agency 
services. In outline form here are the major classifications in 
which agencies have performed or counselled 


1. Planning, creating and placing advertising in all media 


2. Marketing research and analysis for the advertising cam- 
paign and for the complete marketing campaign 


3. Publicity and public relations including consumer, em- 
ployee, dealer and stockholder relations 


4. Sales promotion using ''non-commissionable" media for 
informing and influencing people 


5. Merchandising involving package and product design, trade 


le 
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marks and names, labels and package enclosures 


6. Salesmanship and sales management including selling aids, 
and recruiting, selecting, training and stimulating sales- 
men. 


As a result the compensation pattern has become exceedingly 
complex. In practice, the agency looks to both media and clients 
as sources of income. According to studies by the 4A's about 
three fourths of agency income is derived from media commis- 
sions and one fourth from clients. But the smaller the agency's 
total billings the greater the proportion of its income is derived 
from clients. Within a given agency this ratio varies between 
accounts. Apparently a greater proportion of the agency's income 
is derived from clients when advertising expenditures are smal] 
and low-unit cost space is used. To charge or not to charge the 
client is the question. Having decided to charge a given client for 
a given service the question becomes, "'How''? At cost? Cost 
plus 15%? Cost plus 17. 65% (to yield 15% on the overall cost)? 
Cost plus other? As a group agencies apparently do not charge 
for counselling and planning on advertising, copywriting for com- 
missionable media, rough layouts, research necessary for the 
campaign, publicity on the campaign, and selecting and buying 
media. As a group agencies apparently charge at varying rates 
for everything else 


Why is the compensation pattern the way it is? The answer 
usually given is that the agency net profit rate has been shrinking 
under the rigidity of the commission system. And the only real- 
istic way to change this picture is to charge clients additional fees 
But whether the profit rate is actually shrinking seems to depend 
on a detinition of profits, the interval of time considered, and the 
source of the data. In any event to charge, or not to charge, and 
the method of charging, probably is determined for a particular 
account and service by (1) the amount of commission earned on 
the account, (2) the competitive situation on the account, and (3) 
the cost of performing the service 


Why are services rendered beyond the planning, creating and 
placing of advertising? The answer to this question may be found 
in the confusing array of techniques and institutions that have de- 
veloped tor the marketing of goods, in the increasing amount and 
intricacy of marketing legislation, and in the growth and com- 
plexity of informing and influencing people. Because there is no 
standard marketing pattern for similar goods going to similar 
markets, and because each client has individual proble@n$, clients 
need one competent functionary upon whom they can rely for 
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counsel and performance and who can coordinate the whole to 
bring divergent marketing activities into synthesis. The agency 
offers experience and knowledge gained from handling a hetero- 
geneous mixture of marketing problems, an external and inde- 
pendent viewpoint, and the economies of cooperative effort. In 
other words, it offers the same advantages offered by the lawyer 
who is retained and by the certified public accountant. 


Another force leading to the extension of agency services has 
been the desire to obtain and retain clients. Under the commis- 
sion system the agency has completed largely on the quality and 
quantity of service. Under the commission system too, some ac- 
counts have proven to be extremely lucrative. Since there is no 
hard and fast rule about what comes "free'' and what the client is 
expected to pay for the agency frequently is induced to add "free" 
service beyond the planning, preparation and placing of advertis- 
ing. The competition, of course, comes from other agencies and 
from service bureaus of media. 


Since the purpose of this paper is to indicate the manner in 
which the advertising agency has reacted to its dynamic environ- 
ment it is appropriate now to summarize. 


First, it is clear that the development of the advertising 
agency is not unlike the development of other businesses in that 
no individual agency, medium, advertiser, or association delib- 
erately planned and set up the structure as it exists today. In- 
stead it has developed through the responses of men to the chal- 
lenges presented by the environment. Whatever the original ad- 
vertising agency and its immediate successors were, only two 
characteristics remain; the name and the commission method of 
compensation 


Second, the basis of the modern advertising agency's fuac- 
tions rests essentially in the marketing problems facing manu- 
facturers. 


Third, as a consequence of the marketing problems facing 
manufacturers the dominant advertising agencies, at least, have 
broadened their services over the entire range of marketing 
activities. 


Fourth, there is no such thing as THE advertising agency 
because different methods of operation have developed to meet 
different marketing problems of different clients. At least seven 
different methods of operation are discernible. These are as 
follows 
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1. Advertising Service Method - Planning, producing and 
placing advertising in commissionable media only 


Method - A step beyond the first to include those 


activities necessary, in the language of the business, 
to ''merchandise the advertising. "' 


3. Advertising and Marketing Service Method - A step 
beyond the second to include those activities necessary 
for the complete marketing plan 


4. Marketing Management Service Method - A step beyond 
the third in which the non-advertising services take 
more than 50% of time and energy on the account 


5. House Method - in which the agency is owned or con- 


trolled by the client and performs services at the dis- 
cretion of the clients 


6. Specified Service Method - in which the agency not 
owned or controlled by the client performs services 
at the discretion of the client 


7. Vest Pocket Method - in which the agency rents its 
name, housekeeping facilities, and some times its 
services, to individuals who control certain accounts 


Fifth, since about 1900 competition among agencies has been 
largely non-price in nature, in other words on the quality and 
quantity of services, in response to the commission system 


Sixth, and finally, the rigidity of the commission system and 
dissatisfaction with profits have led more and more to a consid- 
eration of the client as a source of income 


Now, to predict the future is a hazardous occupation, but this 
paper would not be complete without some attempt to speculate on 
future responses of the advertising agency to its environment 


As a result of the consent agreement of May 22, 1956 it is 
likely that some innovator, some maverick, some iconoclast - 
either advertiser or agency principal - will propose to prepare 
advertising at net media rates plus a fixed fee or percentage 
Some one equally bold will accept. This will probabiy occur first 
of those accounts which have been lucrative for the agency 
Rumors of negotiations to aitect such arrangements are currently 
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being heard. It is unlikely, however, that this arrangement will 
become the universal one, or even the dominant one, for many 
media owners and agency principals, and some advertisers, be- 
lieve the system has worked well in practice for them. 


Now to do this, of course, will mean cost data usually not 
found in advertising agency operations. Accordingly, it is ex- 
tremely likely that greater effort and attention will be given to 
agency cost control systems than has been given in the past. In- 
deed, this one topic could well become the prime one for the 
agenda of future meetings of the AAAA, AMA and similar associ- 
ations. Printers' Ink, Advertising Age and Advertising Agency 
may well give the topic choice position and a whole new library 
built. And the financial officer in charge of costing could become 
one of the strong members of agency management 


The chances are, too, that some large advertiser will pro- 
pose to deal directly with media owners and ask for the net rate 
But the number of such advertisers who could afford to bear the 
cost of preparation, or who would want to lose the external, in- 
dependent and experienced viewpoint of the agency appears to be 
small in number. 


It seems likely, too, that all services beyond the planning, 
preparation and placing of advertising eventually will be rendered 
on a cost plus basis, Just what form the plus will take is not 
clear, but out of past experience it seems reasonable to expect 
both fixed fees and varying percentage as determined by the com- 
petitive situation on the account 


There is a strong probability that agency services will be re- 
examined closely as agencies compete ona price basis. The 
criterion probably will be this: ''What does the client need for 
profitable marketing''? Too trequently in the past services have 
been based on what had to be done to earn the commission. 


Finally, the challenge of the consent agreement should result 
in an increase in volume, if not variety, of the non-advertising 
services of agencies. This has been the experience of ali thriving 
industries and firms competing on price. To grow, every eco- 
nomic institution needs to add and delete items from its line to 
satisfy the demands of customers 


Now these prognostications can be easily dismissed through a 
different interpretation of the forces which make for agency serv- 
ices and compensation. It is these forces, however, and the re- 
sponses of man thereto, which will determine the shape and form 
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of agency services and compensation in the future. The consent 
agreements have only changed the rules by which responses can 
be made. 
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BY-PASSING OF TERMINAL MARKET FACILITIES 
IN AGRICULTURAL MARKETING 


R. L. Kohls 
Purdue University 


The idea of centralized marketing in agriculture has usually 
meant that products moved from the tarms to the market facili- 
ties in a few large cities. Here in the so-called ''terminal" mar- 
ket, title and physical possession would pass from the farmer to 
wholesalers and processors. Aiding in this process was the host 
of middlemen, brokers, jobbers, receivers, commission men, 
wholesalers, etc. - and the many facilitating organizations such 
as auction companies, stockyards, boards of trade:and other 
Organizations operating the necessary display and warehousing 
space. Over the past several years increasing amounts of agri- 
cultural products have been moving from the farms to processors 
and wholesalers without utilizing the services of the terminal 
personnel and facilities. Or to phrase it more accurately, mar- 
keting has become more decentralized. This tendency to by-pass 
terminal facilities will be discussed under three major headings: 
(1) The extent of the decentralization, (2) why such a trend has 
developed, and (3) current and future problems due to decentral- 
ization. 


THE EXTENT OF DECENTRALIZATION 


It is undisputable that over the past 25 to 30 years an increas- 
ing amount of agricultural commodities has not utilized the full 
facilities of terminal markets in its movement to the ultimate con- 
sumers. This development has occurred more rapidly for some 
commodities than others, and no statistical measurement of over- 
all extent of decentralization is possible. However, perhaps the 
following selected examples will illustrate the magnitude of this 
change: 


1. In 1925 about 75 percent of the hogs, 85 percent of the 
sheep and lambs, and 90 percent of the cattle were sold 
through central markets. However, by the early 1950's 
only about 40 percent of the hogs, 50 percent of the sheep 
and lambs and 75 percent of the cattle were sold through 
this channel. In 1930, about 8 million hogs were sold 
through the Chicago market compared with less than 3 
million in 1955. In Indiana, only 26 percent by-passed 
the large terminals and were sold at local production-area 
markets in 1940. By 1955, 53 percent of Indiana's live- 
stock was by-passing terminals and being sold at local 
markets 
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2. In 1927, the New York City Live Poultry Terminal received 
235 million pounds of poultry - in 1950, 120 million pounds 
Poultry slaughterhouses lacated within the city declined 
from 600 in 1926 to 224 in 1950 


3. In 1933, there was one production-area cooperative mar- 
keting association in Ohio which handled about 21, 000 
cases of eggs; in 1949 there were 9 associations handling 
about 776, 000 cases 


4. In 1920 there were 12 shipping-point markets handling about 
1,000 carloads of fruits and vegetables. In 1948 there were 
85 such markets handling 61, 000 carloads of produce 


5. In the early 1920's the most important market channels 
for butter included a terminal-market wholesaler and job- 
ber. In 1951, it was estimated that such wholesalers re- 
ceived only about 20 percent of the butter sold from 
creameries. The other 80 percent was handled by large 
dairy corporations, meatpackers, marking cooperatives 
and chain stores, outside of the terminal market facilities 


These examples are given to point out the nature and extent 
of the trend to by-pass the established terminal facilities. They 
also illustrate the growth of the local production-area facilities 
which are more and more being used to replace those ot the 


4 


terminal channel 
WHY DECENTRALIZATION HAS DEVELOPED 


In order to understand the current movement toward decen- 
tralization, let us attempt to answer the question, why did central 
terminals develop? If the reasons for their existence can be as- 
certained, then we will be in a better position to appraise the 
reasons for their decline 


Generally, products are assembled trom producers into the 
hands of processors, wholesalers and retail distributors so that 
they can be dispersed into the hands of consumers Why did it 
init:ally develop that processors and distributors were assembied 
in central places and the product brought to them? Several factors 
favoring this centralization process might be listed as follows 


1. Limited transportation alternatives. This results in the 
choice of a few advantageous points for product concentration 


2. Poor communication facilities This results in the desir- 
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ability of assembling buyers and sellers or their repre- 
sentatives so that the information necessary for the pric- 
ing and title transferring processes can be effectively 
exchanged. 


3. A perishable product of uncertain and variable quality 
which is poorly standardized. Physical inspection by buy- 
ers is then necessary in order to ascertain what the pro- 
duct really is. 


4. Production widely scattered geographically in the hands 
of many small, independent firms. The cost of buyers 
going to the product source and individually assembling 
their needs under these circumstances is great. 


5. A great variation in consumer preferences from area to 
area. Mass, uniform servicing by large-scale distribu- 
tors is not feasible 


6. Limited individual consumer mobility therefore requiring 
the service of multitudinous small retail units to bring 
products to the consumer. This means that the dispensing 
units must be small and numerous 


The facts of the production and marketing of food up through 
the first two decades of this century met the above requirements 
very well. The railroad was the only practical means of large- 
volume movement. Even with the telegraph, communication was 
poor. Production was from small units, and standardization, es- 
pecially for any length of time, was highly unreliable. Retail food 
distribution had to recognize all sorts of local preferences and the 
multitudes of food stores had to be very close to the consumer's 
home. 


However, by the 1920's vast changes were occurring in the 
transportation area. The dependence upon the railroad was crum- 
bling in the face of the development of the motor-truck and the 
companion development of better roads. The farmer increasingly 
had the alternative of loading his own products into his own or a 
hired truck for shipment as well as banding together with his 
neighbors to assemble a carload for rail movement. Since the 
farmers historically have had a deep seated mistrust of middle- 
men in faraway cities, his choice was obvious. He let it be known 
that he preferred to use his truck and sell near home. And the 
marketing structure responded by providing a new group of local 
buyers and markets. Currently about 90 percent of the toal agri- 
cultural product tonnage is moved from farms to first selling points 
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by trucks. 


In addition to this development in transportation ommuni 
cation facilities also greatly improved with the expansion of the 
telephone and teletype and especially the radio. Increasingly it 
was possible for a buyer or seller to assemble information about 
supplies, product movements, prices, etc., from many points 
rather than having to depend upon his personal contacts at the 
markets. The rapid growth of the federal estimating and market 
news services during the 1920's increasingly made it possible for 
buyers and sellers, whether they were large or small, to have 
access to an ever-growing supply of statistics and reports 


The developments in transportation and communications prob- 
ably gave the most impetus to decentralization up through the mid- 
dle 1930's. However, more recent continuations in the decentral- 
ization of agricultural marketing must be attributed to develop- 
ments in other sectors 


The commercialization and specialization of agriculture has 
increased the amount of products available in a limited area. In 
addition, increased farmer cooperative activity in many commod- 
ity lines has made larger amounts available for purchase at one 
point within the production area 


The technology of retrigeration gradually reduced the perish- 
ability of the products. Increasingly, products could arrive at 
their distant destination without serious deterioration. Ais: 
largely as a result of the cooperative efforts of government, pro- 
ducer, and processor groups, a more effective grading system 
evolved for many produrt This development has increased the 
ability to transact business on at least a semi-description basis. 


Developments on the consumer front have made the mass re- 
tail distribution of food possible. Under the pressure of mass 
communication and better transportation, local or regional] is- 
lands of peculiar preferences are breaking down. The dietary 
restrictions posed by nationality, religion and income are prob- 
ably less stringent. The wide-spread ownership of family trans- 
portation has broadened the potential market for the individual 
food stores. The multitudinous small-unit structure of independ- 
ent retailers and wholesalers is giving away to large supermarkets 
and corporate and cooperative chain organizations with their own 
wholesale and warehouse facilities 


One of the most important current food marketing develop- 
ments now underway is the growing amount of processing and 
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manufacturing which takes place between the producer and the 
consumer. As consumers' incomes rise, more and more food 
preparation and processing is being pushed out of the kitchen back 
into the packing shed, wholesale house and factory. Generally 
this development has tended to reduce the perishability and in- 
crease the standardization of the finished product. Also, it has 
brought new potentialities of mass production and economies of 
scale to the individual food processing and marketing firms 


With this scale and processing development, processors and 
other marketing firms are more interested in controlling directly 
the acquisition of their raw products. Integration, both vertical 
and horizontal, is one of the major structural changes in food mar- 
keting of recent years. Giant producer groups, processors, and 
retailers are reaching either backward or forward in the market- 
ing channel. Corporate chains are now acquiring their vegetable 
and poultry supplies directly from producing areas. Producer co- 
operatives are now operating processing and wholesaling facilities. 
Large processors now are acquiring more of their raw materials 
directly from the production areas either under contractual or 
direct control arrangements. Under such integration development 
there is less need for the agencies and facilities of terminal mar- 
kets. Therefore, this size and this integration development is 
probably one of the greatest current pressures for additional de- 
centralization 


CURRENT AND FUTURE PROBLEMS 
DUE TO CENTRALIZATION 


It would appear that the developments favoring decentraliza 
tion have not yet run their course. And changes which challenge 
existing institutional arrangements cause serious problems of ad- 
justment both for individual firms and for the functioning of the 
marketing machinery. Some of the important problem areas 
agitated by decentralization can be summarized as follows 


1. There has been and probably will continue to be a decrease 
in the number of firms operating as commission houses, 
brokers, and wholesalers in old terminal areas. There 
has been and probably will continue to be an excess of 
warehousing, sales facilities, and processing capacity 
serving terminals. On the other hand, there will be ad- 
ditional construction of these facilities out nearer produc- 
tion-area assembly points. Firms, in their integration 
efforts, will need additional personnel in their organiza- 
tions to perform the marketing functions originally done by 
the middlemen of the terminal market 
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Those remaining firms operating in terminal markets and 
having a vested interest in their survival must recognize 
the facts of business life. Business is no longer theirs 
simply because they exist; they must actively compete wit! 
the decentralized facilities for the patronage of both buyers 
and sellers. Sadly out-dated facilities must be re-organ- 
ized to provide efficient low-cost and convenient service 
Added personnel in public relations, advertising and field 
service will probably be necessary to obtain business and 
good will of potential customers. Many terminal agencies 
are finding it advantageous also to have branch operations 
at the decentralized markets 


The agencies of the local, decentralized markets also have 
their efficiency problems In many commodity lines, the 
decentralization has resulted in too many and too smal] 
individual firms for low-cost operation. The proper com- 
bination of enough numbers for convenient location and yet 
enough volume for low-cost operation must be found 


The proliferation of points at which prices are made in the 
market area poses one of the greatest problems of decen- 
tralization. One oi the real advantages of the terminal 
market organization was the eificiency of price discovery 
and collection and dissemination of market prices and 
news In the decentralization process, local agencies 
have often continued their dependence upon these terminal 
quotations as a basis for their pricing. However, termi- 
nal prices are increasingly being determined upon a 
smaller part of the supply. In addition, local agen: ies 
often have developed elaborate systems of premiums and 
discounts to adjust the terminal quotation to their own 
conditions. This widespread practice of multiple pricing 
and semi-secret deals and arrangements has made it ex- 
tremely difficult to assemble accurate pricing, supply, 
and preduct movement data. These problems oj accurate 
information collection and dissemination substantialiy re 
main to be solved 


One of the problems of the future will be to modernize the 
regulatory machinery of agricultural marketing. The 
complete ownership of control of the production, proces- 
Sing and distribution facilities--''field to stomach" integra- 
tion, or the bargaining among giant firms controlling sub- 
stantial portions of the supply on one hand and of the de- 
mand on the other is a companion to the current trends in 
decentralization. Much of the machinery set up to help 
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police unfair trading and competitive practices is now 

oriented to operating at the terminal facilities. This, 

like the market information mentioned above, will face 
adaptive problems in the future. 
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DISCUS ON 


Harry C. Trelogan 
Agricultural Marketing Service, U.S D. A 


The nature and extent oi trends toward decentralization that 
have been under way for considerable time in agricultural mar- 
keting have been ably presented in Professor Kohls' paper. The 
few statistics he cited were sufficient to indicate that this is 4 


fairly general movement among major groups of farm products 


He has etiectively described conditions that led to the estab 
lishment of the famed centralized or terminal markets and under 
which they grew and flourished. With this background, he has 
put his finger on developments in transportation, «©ommunic ations 
product quality indentification, buying habits and distribution that 
have reduced the necessity tor dependence upon this system of 
marketing. He then goes turther to list important technological 
advances causing, permitting, or accompanying the shifts away 
irom centralized marketing 


All of this provides a basis for examining important economi: 
problems oi adjustment confronting the marketing system as a 
result of the.opportunities afforded to shift to difierent methods 
than have been prevalent in the past He correctly suggests that 
the organization and structure of our markets have been profound 
ly altered and that the end is not yet in sight. He also displays 
excellent judgment in citing the most important and signifi: ant 
difficulties associated with the changes that should be of concern 
to economists who presumably are interested in exploring, ana 
lyzing and guiding «changes toward greater efficiency of marketing 
His choice of problems shows that he is aware of efficiencies 
pertaining to economies of scale, physical handling, management 
and pricing and leaves the impression that we may not be success- 
fully gaining on all these fronts 


The listing and discussion ot problems associated with de- 
centralization implies several other propositions pertinent to the 
subject that deserve emphasis. I shall take this opportunity to 
indicate some that loom important in my view 


The evolving «hanges are greater than youthink. They are 
more widespread and run deeper than even Professor Kohl&' 
paper conveys. A number of related developments receive public 
attention without recognition of their bearing on this subject 
Mergers, trading stamp plans, automation and technological ad 
vances are al] aspects of the transition leading to a new pattern 
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of marketing. 


It strikes me as remarkable how oblivious many participants 
in the terminal markets have been to the decentralization that has 
been progressing for a matter of decades. Only recently has 
there been evidence of serious concern among groups performing 
responsible functions in such terminal facilities as the livestock 
markets. Evidently the growing economy has tended to obscure 
the situation in many instances by permitting the alternative mar- 
ket to grow without incurring a net reduction in volume in old 
markets 


In other instances operators of terminal markets have been 
so confident of the advantages they held that they regarded decen- 
tralization as a passing phenomenon. They, too, recognize that 
Satisfactory alternatives for arriving at prices, for reporting 
market information and for assuring orderly marketing have not 
emerged outside the central markets. The fact that farmers do 
from time to time rely more heavily on central markets may have 
served to preserve the illusion. When supply is short relative to 
demand, buyers tend to bypass terminals and seek to fill their 
needs closer to the sources of supply. On the other hand, when 
supplies are abundant, buyers are not so diligent and farmers 
have to ship more products to the large markets where they are 
likely to find buyers more readily at hand 


The feeling of security among «entral markets has contributed 
to a distinct lack of progress toward improvement of terminal fa- 
cilities and operations. Instead there has been a tendency to stifle 
the competition from other types oi marketing by invoking rules 
and regulations favoring the large established centers. Yet there 
have been sufficient efforts to improve terminals to reveal the 
tremendous undertaking involved in relocating and reequipping 
them to take maximum advantage of revised transport facilities 
and available technological advances 


Perhaps the greatest difficulty is that of obtaining the neces 
sary coordinated effort and unified action among the numerous non: 
integrated, competitive interests. When you stop to consider that 
a thorough alteration of a livestock terminal, for example, re- 
quires coordinated efforts on the part of railroads, truckers, com- 
mission firms, stockyards companies, exchanges, packers, brok- 
ers and other types of buyers as well as public and private agencies 
providing communications, credit and regulatory services, you get 
an idea of the magnitude of the task of reconciling the views and 
interests of all these essentially independent groups. In most in- 
stances a powerful outside force is required to stimulate and lead 
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the action. The $100 million program ot the Greater Philadelphia 
Movement to relocate the produce markets of that city is illustra- 
tive of the financial resources that may be needed as well as the 
type of outside stimulus that it takes 


The persistence of terminal markets, the instances of new 
ones being established and the evident use being made of them 
even by institutions established to bypass them most of the time 
raises questions as to whether they may be regarded as obsolete 
The tremendous investments in these markets also warrant the 
most serious consideration of the questions. So do the facts 
Professor Kohls indicates that alternative marketing methods do 
not provide equally good competitive conditions or services for 
pricing and other market functions 


Beiore we write terminal markets off we need to examine 
whether they, too, do not face adaptive problems, rather than 
liquidation problems, in the future 


In this context we need to identify the role ot terminal mar- 
kets. The growth of chain stores and supermarkets with estab- 
lishment of integrated corporate structures and wholesale and 
retail distribution facilities distinctly ditrerent trom those of the 
past, the growth of frozen, prepared and packaged toods c«alling 
tor distinctly different handling facilities and methods, the spreac- 
ing out of urban market centers relying on greater mobility of the 
consumers all suggest that terminal markets must oc upy a dii- 
ferent position in the marketing system. What that position will 
be remains largely unanswered. They may still prove to be es- 
sential, though not the predominant market institutions o1 the 
future 


Certainly, with the changing location of consumers and with 
the changing buying and « onsuming habits of the public, signifi- 
cant adjustments will be required in any event. Marketing re- 
searchers have a responsibility to appraise the functions to be 
periormed Then we need to outline how these tunctions can be 
performed most etficiently Then to devise ways and means for 
helping terminalis become located, equipped and managed to best 
carry out the tunctions. Inasmuch as research men are dedicated 
to inquiries designed to aid intelligent business management de- 
cisions, these are assignments in which marketing economists 
might be expected to lend a hand 


APPRAISAL OF THE DEVELOPMENT AND CURRENT STATUS 
OF A MARKETING RESEARCH INDUSTRY 


Wendell R. Smith 
Alderson & Sessions, Inc 


Introduction 

The topic that has been assigned to me, ''Appraisal of the De- 
velopment and Current Status of a Marketing Research Industry," 
suggests that I am expected to address my remarks to three quite 
specific questions: (1) What are the dimensions of the marketing 
research industry? (if such an industry exists), (2) what has 
been the nature of the development of this industry over the years ?, 
(3) what is the current status of the industry? And, to this series 


of questions I would like to add a fourth, what does the future hold 
for marketing research? 


The Marketing Research Industry 

Undoubtedly, we could spend the balance of the day in philo- 
sophic discussion of whether or not marketing research activity 
has, or should be given, "industry" status. I am confident, how- 
ever, that invoking such a discussion was not the intention of your 
chairman. Hence, my comments will be based upon the assump- 
tion that we are concerned here with the development, present sta- 
tus, and future of an area of activity that, over the last twenty-five 
to forty years, has developed and matured, and may well now 
stand at a crossroads so far as its future is concerned. 


At least one thing is crystal clear; namely, that the quantity 
or amount of marketing research activity is on the increase and 
such will continue to be the case for the forseeable future. What 
is more crucial and less clear is whether this growth will be lim- 
ited to quantitative enlargement, or will be true growth in the 
sense of bringing marketing research to bear upon higher level 


ment problems and issues than has been true in the past 


An assumed marketing research industry is perhaps best 
though of as a pyramid consisting of at least four clearly defined 
strata. The broad base upon which the pyramid rests is made up 
of the marketing research techniques that have emerged and have 
made the activity possible. The next stratum consists of the facts 
and information that can be generated through skillful application 
of these techniques. The third stratum embraces the management 
problems and issued that can be solved or resolved through the 
proper interpretation and application of facts and information 
And the apex of the pyramid may properly be identified as action 
plans and programs, both near-term and long-run, that are made 
feasible and possible by the foregoing activity. 
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Our expectations for the future of marketing research are de- 
pendent, in large measure, upon how much of this pyramid is re- 
quired to contain a marketing research industry. It is of critical 
importance to determine whether the members of the marketing 
research industry view themselves as. (1) purveyors of research 
techniques, (2) furnishers of facts and information, (3) problem 
solvers, or (4) as participants in the development of plans and 
programs through which the management course is determined 
It seems to me that we are blind to opportunity and may possibly 
shirk a responsibility, that we have no choice other than to say, 
'Marketing research is concerned with the entire pyramid and 
must, in the future, affect a transition of emphasis to the higher 
strata. "' 


Development and Current Status of Marketing Research 

I think it is fair to say that, as in the case of the early years 
of the Industrial Revolution, the development of marketing re- 
search to date has been primarily technical in character. Pro- 
gress in sampling, data form design, interviewing procedures 
and data processing has been substantial. The effectiveness with 
which the marketing functions are performed has been enhanced 
as a result of the establishment of a substantial flow of market 
and marketing information which has been important and useful in 
the determination of marketing policies, and in guiding sales and 
advertising operations. Much progress has been made, too, in 
connection with product planning and development and new product 
introduction. Out of the busy years of the recent past have come 
techniques, procedures, and problem solving approaches of suf 
ficient levels of realiability to justify our saying to management, 
''We are now prepared to participate with top or company-level 
management in solving problems, resolving issues, determining 
policies, and planning for the future. "' 


I have already pointed out that the major opportunities and 
problems of marketing research today are non-technical in char- 
acter, The tool kit is well stocked. The most important and 
compelling implication of the present is the necessity for realiza- 
tion on the part of marketing researchers and line management 
people alike that we have arrived at the point where we can and 


must work side by side 


This is not to say that there is no room for technical growth 
in the marketing research industry. There is stili a mountain of 
work to be done in the application of experimental techniques to 
problem situations, in evaluating the implications and opportuni- 
ties of electronic data processing, and in many other areas. How- 
ever, further technical development wili be sounder and more cer~ 
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tain to occur if it is associated with an ever broadening and up- 
graded market for the services that can be performed by market- 
ing research. If the end product of marketing research is simply 
processed data to be reviewed by management while worrying 
about problem situations, our present technical level may well be 
good enough. On the other hand, if the end product is to be solu- 
tions for problems, programs of action, and companywide plans 
and programs, then we still have a long way to go in adapting 
present techniques to problems of greater scope and complexity 
and in the development of new techniques that will make it possible 
for management to really exercise ''shrewd executive judgment. "' 


The Future 

Now, what of the future? To be sure, one of the major roles 
to be played by marketing research in the future will be the tra- 
ditional one having to do with providing marketing management 
with the informational base upon which to build distribution poli- 
cies, marketing strategies, and effective sales operations. It is 
probable that these services will be supplemented by a more active 
participation on the part of marketing research people in the mar- 
keting programs of those companies who have come to recognize 
that the all important administrative functions of planning, con- 
trolling operations, and evaluating results necessitate building the 
marketing research viewpoint into decision making on a continuing 
basis 


It is also increasingly evident that management is convinced 
that scientific planning, control, and evaluation are administrative 
tools that make it possible to utilize more fully the creativity and 
imagination of top-grade executive personnel. In the past, many 
have held the view that a rational approach to problem solving was 
perhaps detrimental to full utilization of imagination and creativity 
Such is not the current view. Only as operational control functions 
become rational, and therefore delegable, can creativity be ap- 
plied to planning which is the point at which it makes a difference 


Largely because of the contributions of marketing research, 
the marketing phase of the company's activity is today assured a 
place at the conference table where over-all, company-~-level poli- 
cies are being made. This has come about primarily because 
marketing research has made it possible for sales and marketing 
management to rid themselves of the aura of mystery and huck- 
sterism that has so often prevented their being taken seriously. 
For many years, we in marketing have cried out to the effect that 
top managements are production oriented in their thinking and, 
that as a result, the leadership that could be provided by people 
in marketing and sales was languishing. Today, however, most 
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top managements are market oriented. The doors of executive 
committee and board rooms are open to marketing and sales ex 
ecutive who make sense, and can back up their judgments with 
facts and analysis, rather than resting their cases upon an intui- 
tive ''feel of the market.'' In most of our major companies, the 
case for marketing and sales-oriented management decision mak- 
ing has been made, all we have to do now is deliver the goods. 


Conclusion 

In summary, there seems to be little question that there are 
two frontiers to be advanced if a marketing research industry is 
to realize its full potential;--the technical frontier, and the fron- 
tier of broader application of marketing research techniques to 
general management as well as marketing problems and issues 
It is fortunate that these two frontiers can best be attacked con- 
currently 


In the immediate future, at least, those most eager to re- 
ceive what marketing research has to offer will be the general 
management people who are confronted with operational and poli- 
cy problems which are of unprecedented difficulty and importance. 
Both natural business growth and conglomerate integration have 
resulted in companies' embracing combinations of activities that 
pose unique problems from the point of view of planning, opera- 
tional control and evaluation of results. Hence, more and more 

ompanies are finding it necessary to tailor-make their own sys- 
tems of organization, management, and operation; because they 
are unable to find similar organizations from which to borrow. 
Who better than marketing research people to help define man- 
agement and organization problems and work them through to 
rational solutions ? 


It is my judgment that marketing research people, in addition 
to working on the types of problems that they are now handling, 
will become increasingly involved with the application of market- 
ing research techniques to such areas as 


1. Sales organization and administration--developing the or- 
ganizational structure by working back from the market, 
rather than from the inside out. 


2. Sales training and development--it is becoming increas- 
ingly obvious that no two companies have identical sales 


training and development problems. Hence, if good spec 
ifications for programs are to be developed, marketing 
research must do the job by defining the need and the di 
mensions of the program required to fulfill it. 


= 
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3. The same may be said for patterns of sales compensation, 
product line policy, long-range company planning, capital 
budgeting, the planning of technical research and a host of 
other top-level management issues. 


The foundations of the pyramid have been well-built. Now 
comes the real test as to how well we can apply techniques, infor- 
mation, and problem solving procedures to basic management 
issues. 
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DISCUSSION 


Ralph Westfall 
Northwestern University 


Since I find myself in general agreement with Mr. Smith's 
comments, my discussion will deal primarily with questions of 
degree rather than of kind and will center around two points 


With Mr. Smith let's assume there is a marketing research 
industry. He likens it to a pyramid, the broad base of which is 
made up of techniques that have been developed. The apex is the 
marketing actions that are based on research findings. To date, 
he says, the industry has been concerned with developing tech- 
niques and collecting facts. If it is going to grow, it must par- 
ticipate with management in the development of marketing pro- 
grams. 


Let's emphasize -- this means that, if marketing research 
is to grow, it must be action oriented; it must be based on specii- 
ic problems. This suggests that the pyramid is a bad likeness of 
the industry if the base is to be techniques. The pyramid must be 
reversed. The base must be the problem and the alternative lines 
of action. On such a base we build‘the information needed to 
solve the problem and then we pick the techniques necessary to 
get the information 


But this is saying research must be good research if the in- 
dustry is to prosper. We all know research not based on a spe- 
cific problem is apt to be pretty useless. Researchers are 
probably more problem-oriented than management. Every re- 
searcher has had countless experiences with executives who call 
him in and say: ''Get me this information.'' Unless the research- 
er is brought into the project at the problem level, the informa- 
tion he collects is apt not to fit the actual needs of the decision 
maker, and, hence, to remain interesting but useless information 
The president of a marketing research firm recently told me that 
he estimates 40% of the research projects which his tirm «om 
pletes for clients, projects for which those clients pay good money, 
never result in any action. And this is a research firm that is 
probably more problem-oriented than most. As firms have their 
shelves fill up with unused research reports, it is doubtful that 
they will be interested in an expanding marketing research industry 


If the researcher is going to be built into projects at the prob- 
lem level, he must accept the responsibility of educating manage- 
ment to the need for discussing basic problems with the research 


ADAPTIVE BEHAVIOR IN MARKETING 


department 


But this is only part of the difficulty. Researchers are to 
blame more directly for their failure to develop at the action 
level. Too often research is of a descriptive variety. It de- 
scribes the people that buy product A or it describes the image 
that people have of product B. Such research has a place, but it 
is definitely not action research. It tends to become "interesting 
information.'' If the research wants to become a part of the top 
planning group, he must develop more experimental studies. Such 
studies are definitely action-oriented. They tell management that 
if it makes this decision, this will be the result 


Until now experiments have been used rarely in marketing 
research. This is due to a number of reasons; a chief one, how- 
ever, is cost. The ideal experimental design in marketing is a 
four-group, six-study design. The cost of such a project scares 
the business man. This potential cost has also scared off many 
researchers. But marketing lends itself to experiments which 
can be built into regular operations in such a way as to involve 
relatively small incremental costs, and many modified experi- 
mental designs can be developed which will permit relatively rig- 
orous analysis at modest costs 


The second point in Mr. Smith's talk with which I would like 
to deal is not entirely unrelated to the first. Mr. Smith said that 
he believes our research techniques are now generally satistac- 
tory. I'm not so sure. In so tar as his prediction of the areas 
into which marketing research will expand is correct, he is prob- 
ably right. He predicts greater research primarily on problems 
of the sales force -- organization, sales training, and sales com- 
pensation. Incidentally, these problems lend themselves to ex- 
periments 


it marketing research is going to fulfill its real potential, 
however, it needs to turn to much more basic questions than these, 
and |] believe we'll need some new techniques for some of this work 


1. Motivation research is currently the fad, but would anyone 
contend that we really have the tools for complete analysis 
of consumer and businessman motives? 


Communication is another basic area in which much work 
must be done. We use advertising by the billions of dollars, 


yet no one has yet shown a way of measuring its effect. 


Are our mass methods actually the most efficient methods 
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of communicating ideas to other business men and to con- 
sumers? We don't know because we don't know how these 
individuals get their ideas. Katz and Lazarsfeld raise 
some interesting questions along this line in their recent 
book on Personal Influence. 


The broad area of marketing strategy has yet to be ex- 
plored by marketing research. We deal with problems of 
product, price, channels, and sales promotion; but we 
don't study the problems of manipulating the innumerable 
combinations of them. For example, would an improve- 
ment in product quality be more effective than an expend- 
iture to secure greater cooperation from distributors ? 
Would a price cut be better than either? An article by 
Verdoorn in the January, 1956 Journal of Marketing sets 
up a framework for approaching these problems. But his 
analysis is theoretical; we now need empirical studies. 


4. A fourth area in which the researcher can make a basic 
contribution is that of marketing objectives. How many 
firms have definite marketing objectives? Discussions 
with sales managers indicate practically none do. Re- 
searchers can take the lead in developing realistic objec- 
tives for dollar volume, profit, class of business, pro- 
duct line, class of customer, etc. 


In summary, I agree with Mr. Smith that the research must 
become part of the planning group if marketing research is going 
to grow as it can. Todothis, the researcher must put greater 
emphasis on experimentation and greater emphasis on fundament- 
al studies for some of which we probably need further development 
in techniques. 
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PRICE AND COMPETITIVE ASPECTS 
OF THE DISTRIBUTIVE TRADES* 


THEORETICAL IMPLICATIONS OF EMPIRICAL 
RESEARCH ON RETAIL PRICING* * 


Stanley C. Hollander 
University of Pennsylvania 


This paper seeks to suggest that economists may find retail 
stores useful for many purposes besides storing famous Empty 
Boxes. It will note, very briefly, the quantitative significance of 
retailing and retail pricing in the total economy; and rather less 
briefly, the particular merits of retailing as an empiric labora- 
tory. In hinting at the theoretical opportunities in the study of 
retail prices it will note, as evidence of the kinds of work being 
done, some of the contributions oifered by some of the few re- 
searchers who have worked in the area. It is neither an exhaus- 
tive nor a critical survey, however, and it will present few con- 

clusions f it suggests some thesis topics or research projects 
it will have accomplished its aim 


The role of retailing in the total economy needs little elabo- 
ration. Barger estimates that retail margins (or the value added 
by retailers) approximated 30 percent of the total price of all 
goods retailed in 1948 1 Retail firms constituted about 40 per- 
cent of all firms in the United States in 1954, and employed a 
labor force of almost eight million. Clearly, an explanation of 
pricing in this segment will contribute significantly to an over-all 
explanation of price formation 


More attention, however, must be devoted to the role of re- 
tailing as a laboratory in which to study general theories of pricing 


* Papers presented at this joint session are published here by 
courtesy of the American Economic Association, and will also ap- 
pear in the Papers and Proceedings to be published by that associ- 


ation in May, 1957 
** The author wishes to express appreciation to Professors 
Irving Kravis and Ralph Breyer for their courtesy and help in read- 


ing and commenting on a draft of this paper 


1. Harold Barger, Distribution's Place in the American Econ- 
omy (Princeton University Press, 1955), p. 60 
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The important questions are whether retail prices are formed in 
ways that approximate general price behavior; and whether retail 
prices are easier or more difficult to study than other prices. 


If retail prices are formed by pure chance or by whimsy, 
while other prices are the result of ratignal interactions, then re- 
tailing is a special case, of little interest to the general theorist. 
But common observation tells us that retail prices do not follow 
pure chance distributions, and are patterned in some more spe- 
cific fashion. George Zipf has subjected the common observation 
to sophisticated test in the case of one large retailer, and has 
noted the existence of pronounced regularities Cassady has 
noted, as a result of a very careful study of gasoline retailing, 
that pricing practices can be at least partially explained by a 
Masonian analysis 


"Given a particular group of market factors--a certain sup- 
plier's product, a certain retail location, a certain station layout, 
a certain standard of cleanliness, a certain number and type of 
competitive sellers, etc.--the method of competition to be 
stressed is at least partially predetermined, assuming that prof- 
itability is the desired end."' 


Cassady's last clause, "assuming that profitability is the de- 
sired end" leads to the question of motivation on both sides of the 
transaction. This paper will not attempt to explore the debate 
over the value ot studying motives, it simply asks whether or not 
the retailer and his customer are, or are not, economic men 


Unfortunately, even less attention has been devoted to the 
question oi managerial goals and concepts in retailing than is true 
of manufacturing enterprise. Hall and Hitch's study included 
only three retail firms, and many interesting similar studies 
have been limited entirely to manufacturing. However, Hawkirs 
has shown that various retail pricing practices often cited in 
criticism of received economic doctrine, such as odd pricing, 


2. "Quantitative Analysis of Sears, Roebuck and Company's 
Catalogue, '' Journal of Marketing, July, 1950, p. 13 

3. Ralph Cassady, Jr., Price Making and Price Behavior in 
the Petroleum Industry (Yale University Press, 1954), pp. 240- 
241 J. B. Dirlam and A. E. Kahn, ''Leadership and Conflict in 
the Pricing of Gasoline,'' Yale Law Journal, June-July, 1952, 
also found it possible to identify price-making factors in the re- 
tail gasoline market. 
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psychological pricing, and prestige pricing, are entirely consist- 
ent with marginal analysis and the assumption of profit maximi- 
zation, provided the retailer holds certain views as to the shape 
of the demand curve.* A National Retail Dry Goods Association 
survey reported that NRDGA members (heavy users of price- 
lining techniques) overwhelmingly believed consumer demand 
centered at the price points used.” A suggestive, even if cer- 
tainly not conclusive, test of grocery retailers' reliance on de- 
mand curve assumptions was conducted by Lee and Fouraker 
Noting that while retail dollar margins on perishable foods tended 
to be low when wholesale prices were low and high when whole- 
sale prices were high, percentage margins behaved in exactly 
contrary fashion, they hypothesized that retailers must anticipate 
less variation in physical sales volume for a given absolute vari- 
ation in retail price during high price periods than during low 
periods. Depth interviews with pricing executives in five retail 
organizations confirmed the hypothesis 6 Actual behavior and 
market-view coincided under a maximization motive. 


While we certainly can find homo oeconomicus in at least 
some retailers' family trees, leading them to pursue fairly ra- 
tional procedures towards their goals (be they short or tong run 
profit maximization, survival or expansion, dominance, prestige 
or security) a knottier question arises with regard to customers 
This is not the place to explore the voluminous literature on con- 
sumer behavior, Suffice it to say that at least some studies of 
retail prices and sales seem to indicate that at least some con- 
sumers will switch from high priced gasoline stations to low 
priced ones,’ that at least some consumers seem able to evaluate, 
fairly realistically, the variations in services and prices between 
full price and discount vendors 8 "that (at least some) consumers 
are interested in price relationships between competing commod- 
ities and very likely will shift part of their patronage from items 


4. E. R. Hawkins, ''Price Policy and Theory," Journal of 
Marketing, January, 1954, pp 233-240 
Division, NRDGA, not.dated 1948), ppv, vi 

6. W A. Lee and L. E. Fouraker, ''Profit Maximization and 
Margins in the Marketing of Perishables, '' Journal of Marketing, 
October, 1955, pp. 171-173 

7. Lincoln Clark, ''The Elasticity of Demand for Tennessee 
Gasoline," Journal of Marketing, April, 1951 

8. Claire M. Gross, "Services Oifered by Discount Houses 
in Metropolitan New York,'' Journal of Retailing, Spring, 1956 
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whose price is unchanged to those offered ata bargain"; ? and that 
at least some high income consumers will retain the same interest 
in supermarket convenience and economy manifested by lower in- 
come consumers 


In any event, both retailers and their customers exhibit 
enough signs of rationality and consistency to warrant study. The 
next point to be noted is that retail pricing has special advantages 
as an economical laboratory for the empirical investigator 


(1) The heterogeneity of American retailing facilitates, as 
well as complicates, research by providing a laboratory in which 
pricing can be studied under a host of different conditions. Several 
writers, such as Oswald Knauth and Henry Smith, have suggested 
that theory, analysis, and operations can be forwarded through 
classification of retailers, on such bases as range of products sold, 
size of average purchase, and range of customers sought 


(a) Perhaps the most commonly noted variations are those 
relating to store and firm size. The retail industry includes both 
Pygmies and giants, and as the Census Bureau has pointed out the 
investigator can profit from this diversity through the use of prop- 
erly stratified samples 


(b) Variations in internal organizational structure, to 
some extent associated with variations in size, may also have 
interesting implications for price analysis. Chains, for example, 
vary in the extent to which they delegate price-making authority to 
individual store managers, and this seems to influence their com- 
petitive position vis-a-vis local sellers. Red-tape and routines 
hampering subordinates may also affect action. Thus, in spite of 


9. Roswell H. Whitman, ''Demand Functions for Merchan - 
dise at Retail,"' in Oscar Lange, et al. (ed.) Studies in Mathemat- 
ical Economics and Econometrics in Honor of Henry Schultz 
(University of Chic ago Press, 1942) 

10. Richard Holton, The & ‘Su upply and Demand Situation of Food 
Retailing, A Case Study (Harvard University Studies in “the Mar- 
keting of Farm Products, #10-H, Cambridge), 1954 

11] "Considerations. in the Setting of Retail Prices," Journal 
of Marketing, July, 1949; and Retail Distribution (London, Oxford 
University Press, 1937), respectively 

iz. U. § Bureau of the Census, The Sample Survey of Retail 
Stores, A Report on Methodology (Bureau of the Census Technical 
Papers No. 1), (U. S. Government Printing Office, 1953) 
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a presumed desire for a favorable showing, department managers 
in department stores may be deterred from making needed price 
adjustments by the elaborate and detailed procedures set up for 
the control of markdowns 13 On the other hand, there is abundant 
evidence that in some discount houses, automobile lots, and fur- 
niture stores, where the proprietor or a subordinate with strong 
price-making authority waits upon the customer, price adjust- 
ments may be taken as necessary, even to avoid losing a single 
sale 


(c) While evidence of acquisitive motivation in retailing has 
already been noted, we must recognize the possibility of motiva- 
tional variation between segments. Vigorously expanding retail- 
ers, such as the blossoming regional food chains, may pursue 
different aims and make different pricing decisions than well en- 
trenched static organizations. Small dealers may seek different 
goals from large merchants. Small custom furriers see security 
in the possessions of skills and the possession of money, accord- 
ing to one study, while furriers operating on a large scale, like 
Reisman's other-directed man, are customer oriented and see 
security in good business reputation. 15 Pollard and Hughes in- 
geniously manipulated British census data on annual sales, mar- 
gins and payrolls to conclude that working proprietors"... look to 
their shops for a net income which they are trying to maximise 
without assigning it to different sources...the working proprie- 
tors may tail to look to the sum of profits plus salaries of their 
trade and turnover, which owners and managers as separate in- 
dividuals would demand, and pitch = expectations for the com- 
bined income lower than the latter 


(d) Many other variations can be noted. Ownership conditions 


13. R. M. Alt, ''Department Store Price Policies" (Unpub- 
lished Ph. D. dissertation, Harvard University, 1946) 

14. Cf. Irene Till, 'The Fiction of the Quoted Price, '' Law 
and Contemporary Problems, June, 1937, S. C. Hollander, 'Fhe 
'One-Price' System, Fact or Fiction?" Journal of Retailing 
Fall, 1955. 

15. Louis Kriesberg, ''The Retail Furrier, Concepts of 
Security and Success,'' American Journal of Soc pociology, March, 
1952 Kriesberg did not t explore “the pr pricing - implic ations of 
these varying views 

16. Sidney Pollard and J. D. Hughes, ''A Note on Managerial 
Incomes in Retail Distribution, '' Manchester School, January, 
1956, pp. 68-76. 
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range from variety stores, where “hains do about 85 percent of 
the business, to florists and automobile dealers, where chains 
probably do less than 10 percent. Variations in functions per- 
formed, products carried, amenities offered, markets served 
and competitors faced probably are equally wide. The degree of 
subordination to manufacturers or wholesalers, the cohesiveness 
of trade organizations, and the conditions and rates of entry and 
mortality also vary greatly We will note later some conflicting 
opinions as to the variety of -ost -urves presented by retailing. 


Not all of these variables lend themselves to quantitative 
analy:is. Nor can any one study, within usual budgetary and 
time restrictions, study all factors. But in many cases, inter- 
relationships and consisten ies between these factors are readily 
discerned, and study can be limited to a relatively few significant 
variables. Thus, the particular limitations, su:h as profession- 
al training requirements, placed upon entry in the retail drug in- 
dustry certainly help explain that industry's remarkable solidar- 
ity which in turn, helps onpietn the druggist's power-position 
vis-a-vis manufacturers But since differences in power and 
trade solidarity between drug stores are probably not significant 
enough to upset ceteris “paribus assumptions, recent studies pur- 
suing the price and margin influence of such factors as size, 
product-mix and costs seemed warranted and fruitful. 


Moreover, at least some stati ticians believe that retail 
pricing problems involving many variables can be studied in rel- 
atively small samples through modern analytical technique: 


(2) Retailers are ubiquitous. No unincarcerated economist 
s likely to be far from some retail establishments. The pattern 
of retailing, and retail pricing, may differ between small towns 


17. J. C. Palamountain, Jr., The Politics of Distribution 
(Harvard University Press, 1955) Chapter 8 

18. F. M. Bass, ''Expense and Margin Functions in Drug 
Stores,'' Journal of Marketing, June, 1956; O E. Burley, A. B. 
Fisher, Jr., R. G. Cox, Drug Store Operating Costs and Profits 
(New York, McGraw-Hill, 1956). 

19. Cf. B. A Dominick, Jr., An Illustration of the Use of 
the Latin Square in Measuring the Effectiveness of Retail Mer- 
chandising F Practices, and Max Brunk and W. T - Federer, How, 


of Resear h in “Marketing ‘Papers. ‘Nos. “2 and 4), "(Cornell Univer- 
sity Department of Agricultural Economi:s, 1952, 1953) 
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and metropolitan areas, but both have patterns that can be studied. 


(3) Retail pricing is public. Secret concessions and personal 
"deals" are by no means unknown, and are of importance in some 
trades. Many studies of gasoline pricing, for example, have 
failed to grapple with the problems presented by '"'under the can- 
opy' or ''behind the pump" discounts to favored consumers. Yet, 
it is clear that the prices charged by retail sellers of oranges 
are far more public than the prices charged for, say, machine 
tools. Retail advertising and mail order catalogs can provide 
useful data for analysis, although the extent to which advertised 
prices represent unadvertised ones is always suspect. 


If the investigator can obtain adequate cooperation from mer- 
chants or from commercial reporting agencies, fantastically 
promising opportunities for analysis appear. Thus, for example, 
one medium-sized supermarket chain carries on forty different 
types of research studies, several of which relate to its', and its 

ompetitors', pricing practices Empirical studies of retail 
price maintenance have often been criticized either on grounds of 
poor sample design or of failure to hold all other things equal. 
But Ward Bowman has demonstrated that fairly conclusive deter- 
minations can be made as to the etfects of resale price mainten- 
ance in at least one commodity field by taking the price reports 
received by a commercial research firm from carefully designed 
store paneis in both "'fair trade" and ''non-fair trade states."' 


(4) Besides the investigator's own observations, he can draw 
on a constantly increasing supply of secondary material on retail 
prices and margins. Since governmental data, such as the Cen- 
sus of Business and the reports of the Federal Trade Commission 
and other investigations into distribution methods and costs, chain 
store competition, and resale price maintenance are very well 
known to economists it will probably be advisable to skip over 
them here and pass on to other published material. In spite of 
the weaknesses of journalistic data, the retail trade press can 
yield invaluable information to the investigator who is willing to 
read critically, checking item against item. To quote Levy: ''My 
main sources of material, however, have been...the various 


20. W. Applebaum and R. F. Spears, ''Marketing Research 
Studies in a Grocery Chain,'' Journal of Marketing, July, 1952. 

21. "Prerequisites and Effects of Resale Price Maintenance, "' 
University of Chicago Law Review, Summer, 1955. The conclu- 


sion is that price maintenance raises the general level of prices. 
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trade journals which week by week, or month by month, throw the 
most instructive light on all matters concerning vital (retail) 
trade problems. It is regrettable that this valuable source of in- 
formation is so little recognized by British economists!'22 


Historical analysis is facilitated by the existence of such ma- 
terials. Yamey, for example, used trade journal editorials to 
analyze the motives and arguments leading to the wide-scale 
adoption of resale price maintenance in Great Britain. His 
conclusion was that regulation was preceded by intense retail 
price cutting, not from ''ephermeral intruders temporarily up- 
setting the retail market, '' but from substantial firms serving the 
public interest. Pennance and Yamey used trade journals to trace 
the sources of price competition in British grocery retailing be- 
tween 1850 and 1939.24 Trade press materials also lead to the 
conclusion that discount selling and buying are well entrenched, 
long run phenomena in American retailing, and not relative newr 
comers to the scene. This conclusion, in turn, suggests the 
strength and permanence of economic motivations on both sides 
of the retail transactions. 


The retail operating ratio studies now conducted on an annual 
basis in many important lines are also helpful. Such data are 
available for supermarkets, jewelry, hardware, grocery, drug, 
clothing, furniture, haberdashery, variety, and department 
stores. The results are subject to criticism, very largely be- 
cause of the heterogeneity of the firms and of the accounting meth- 
ods aggregated into the averages. 


Yet, properly used, the data can be most enlightening. Thus, 
for example, the Harvard figures on ''Operating Results of De- 
partment and Specialty Stores" have often been cited as evidence 
of the ''U'' shaped cost curve, since very large stores tend to 
show higher expense rates than medium sized ones. In 1940, 
however, Elizabeth Burnham reanalyzed the figures on the basis 
of a city-size classification, and concluded: "In each size of city 
it is the firms with the largest sales volume which have the most 
favorable operating expense percentages and the greatest oppor- 


22. Hermann Levy, Retail Trade Associations (London, 
Kegan, Paul, 1942), ix, x. 


23. ''The Origins of Resale Price Maintenance, '' Economic 
Journal, September, 1952 


24. ''Competition in the Retail Grocery Trade, '' Economica, 
November, 1955. 
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tunity for reasonable profit. 25 


(5) The variety of items handled in the average store consti- 
tutes one of the more serious objections to using retailing as a 
laboratory for traditional forms of price theory. Costs, and to 
some extent demand, tend to be common or joint, and consequent 
ly, pricing decisions frequently have to be reached without the 
help of determinant volume: cost information. Classification of 
retailers upon the basis of number of products handled and upon 
the degree of reliance upon a single product (such as may be 
noted to a high degree in some gasoline stations, refreshment 
stands, etc.) may help deal with the joint product problem 


Another serious objection arises from the fact that practi- 
cally all retailers, except perhaps Marshall's famous hypothetical 
resort-city merchants selling to a continuous stream of new tour- 
ists who never returned, must consider long-run effects and im- 
plications of price decisions. The isolated short run price de- 
cision just like the single product situation is rarely duplicated 
in retailing, or elsewhere in the world for that matter except on 
organized exchanges. Yet again classification into categories of 
more- and less- long-run-mindedness may provide a solution. 
Price discrimination is usually conceived of as a device for short- 
run profit maximization, although many retailers fear its long run 
implications. Consequently, willingness to discriminate between 
customers (except for widely-accepted conventional or customary 


25 'The Department Store in its Community, '' Harvard Busi- 
1940. Note should be taken, however, of 

other studies on the question of cost behavior. A. Plant and R. F 
Fowler, ''The Analysis of Costs of Retail Distribution, '' Econom- 
ica, May, 1939, and R. Bellamy, ''Size and Success in Retail Dis- 
tribution, '' Oxford University Institute of Statistics Bulletin, Octo- 
ber, 1946, seem -onvinced that unit costs tend inversely to firm 
size. R.S. Pollardand J. D. Hughes, ''Retailing Costs: Some 
Comments on the Census of Distribution, '' Oxford Economic Papers, 
February, 1955, find evidence of the ''U"' in the 1950 British census, 
although an analysis of specific trades leads to mixed conclusions 
For a critical review, see M. Hall and J. Knapp, ''Gross Margins 
and Efficxenc y Measurement in Retail Trade,"' Ibid. , October, 1955. 
Joel Dean and R. W. James, The Long Run Behavior of Costs in 
a Chain of Shoe Stores (University of Chicago Press, 1942), also 
found a ''U"' shaped distribution of costs within the stores operated 
by one chain. The homogeneity of the units studied makes this 
analysis especially interesting 
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discounts, suchas special children's rates) may be a useful in- 
dicator of the degree to which sellers have equated short and long 
run considerations 


All of the foregoing seems to indicate that retailing can be 
used, satisfactorily, as a living and evolving economic model, 
although we must now note a debate as to what the model repre- 
sents. P. W. S. Andrews has said, ''When there are not artifi- 
cial restrictions, (retail trade) is much the most competitive line 
of industry. 126 ‘On the other hand, K. W. Rothschild feels that 
it definitely falls under the heading of imperfect or monopolistic 
competition. In appraising the world presented by Chamberlin 
and Mrs. Robinson, he says: "That is, of course, a very impor- 
tant addition to the perfect competition model, and a useful frame 
of reference when we try to explain price_in many of the present- 


day markets, particularly in retailing nat 


The extent to which retail behavior actually conforms to the 
predictions resulting from monopolistic theory may provide an 

interesting test of the theory. The verdict is a curiously mixed 
one. 


A cavalier summary of monopolistic competition theory, as 
applied to retailing, especially by the British economists most 
interested in the subject, seems to involve the following steps 


1. Each retailer, by virtue of his unique location, enjoys a 
spatial monopoly. Service differentiation, etc. , may provide 
other monopolistic elements 


2. The sloping demand curve leads to quasi~monopolistic 
pricing and to operation at less than optimal scale. Imposition 
of controls, such as resale price maintenance ,tends to weaken 
competitive elements in pricing. Retail rents retlect the mono- 
polistic factor. 


3. These monopolistic factors, including the failure of retail 
prices to follow falling wholesale prices, widen retail margins, 
at times, to points where additional sellers are attracted, thus 
reducing operations tarther below optimal 


5. 
26. "Some Aspects of Competition in Retail Trade," Oxford 
1 Economic Papers, June, 1950. 


27 "Price Theory and Oligopoly, '' The Economic Journal, 
September, 1947. Emphasis supplied 
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4. This multiplicity of sellers forces heavy emphasis on sel- 
ling and promotional costs 


Although, as will be noted below, spatial monopoly is not 
clearly discernible in retail pricing, it does tend to appear in re- 
tail rents. The figures on occupancy costs developed by both 
Burnham and Bellamy, showing increases in percentage rates 
with increases in sales volume, tend to conform with predictions 
based on Chamberlin's Appendix D, "Urban Rent as a Monopoly 
Income." 


On the other hand, the anticipated increases in selling costs 
do not seem to have materialized. As Lewis points out, "Only a 
very small proportion of retailers think it worthwhile to adver- 
tise, this itself being a tribute to the fact that the retail market 
is not as imperfect as some writers have suggest!'*8 Even in one 
of the most highly promotional segments of retail trade, 'mark- 
downs for 1951 exceeded profit and were almost double promotion- 
al expense "29 Since even the most cursory use of retail services 
demonstrates that retailers are not intensifying personal sales- 
manship, the failure to intensify promotional efforts is clear. 


The evidence on scale of operations is mixed. The dispersion 
of cost-rates reported in each retail trade, whether figured as a 
percent of dollar sales or in doliars per transaction, certainly 
hints that at least some firms are not operating at the optimal 
scale, even after making allowances for possible variations in 
services and amenities provided. But, as noted before, analysts 
are not agreed on the shape of the cost curves, even though the 
suspicion generally seems to be that fewer, and larger, outlets 
would lower retailing costs. (Such analysis usually disregards 
consumer inputs into the shopping process.) Lundy has subjected 
attempts to develop external standards of optimum numbers of 
stores to a devastating reductio ad absurdum, 39 and it does not 
seem that "excess capacity" will be easily measured, or even 
easily proved or disproved 


28. Op. cit., p. 218 

29. N. W. Comish, "Markdown Principles and Practices in 
Retailing, '' Unpublished Ph.D. dissertation (Ohio State University, 
1938) 

30 ROD. Lundy, ''How Many Service Stations are 'Too 
Many',"' in Cox and Alderson (ed.) Theory in Marketing (Chicago, 
Richard D. Irwin, 1950) 
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Studies of number of shops relative to total population served 
do suggest a certain degree of responsiveness on the part of the 
retail population to changing market conditions The relatively 
full employment conditions of recent years may be the real ex- 
planation, but over the last 25 years the retail market has not 
been sliced up into smaller and smaller segments served by re- 
tailers of increasing suboptimality and requiring higher and high- 
er percentage margins, as predicted by the theory 


Attempts to measure the degree of imperfection through ob- 
servation of price patterns run into two difficulties. (1) We do 
not always know what those patterns are. (2) When we find them, 
their significance is usually not clear 


One point of view can be found in Hawtrey's statement that, 
if the retail market were perfect, any given item would sell at 
the same price in all stores in any community, subject only to 
variations (apparently considered minor) resulting from varia- 
tions in service Chamberlin has refined this by pointing out 
that imperfect markets can give uniform prices, given certain 
conditions as to customer distribution, etc. Smith went far- 
ther, and argued that since stores and markets vary, price uni- 
formity is evidence of market imperfection in the real world 
Smith hypothesized that prices should, in general be lower as one 
moved away from city centers, because stores located near the 
terminii of commuting railroads could exact monopoly prices. W 
A. Lewis, onthe other hand, expected the monopoly power to be 
with the smaller stores in the suburbs Both, of course, work- 
ed with British situations and probably should be tested with Brit- 
ish information. At least one such study is available for an Eng- 
lish city, indicating actually very little significance for spatial 
monopoly in the retailing of fruits and vegetables In this coun- 


31. P. Ford, "Excessive Competition in the Retail Trades, "' 
Economic Journal, September, 1935. M. Hall and J. Knapp 
"Number of Shops and Productivity in Retail Distribution," Ibid , 
March, 1955 

32. The Economic Problem (New York, Longman's Gieen, 
1925), p. 20. 

33. Theory of Monopolistic Competition, 6th ed (Harvard 
University Press, 1950), pp. 88-89 

34. Op. cit., p. 23 

35. Op. cit., p. 210 

36. G. R. AllenandM. E. E. Rutherford, ''Fruit and Vege- 
table Prices in a Large City,'' Journal of Industrial Economics, 
August, 1954. 
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try, the BLS has found that variations in retail price movement 
are rarely affected by urban locational factors; at least in the 
case of so-called ''shopping goods. "' 


It is conceivable that competitive forces affecting shopping 
goods, in the purchase of which consumers are willing to invest 
considerable time and effort, will not affect other items bought 
in more routine fashion. A recent French study using several in- 
teresting analytical techniques arrived at just such a conclusion: 
that the markets for "occasional (i.e. , shopping) goods'' were far 
less imperfect than those for "current" (i.e. , convenience) 
goods 38 But the British study cited above dealt with fruits and 
vegetables, i.e., current goods, and Hood and Yamey point out 
that (in England, at least), the most urgent efforts for resale 
price maintenance has come trom convenience goods retailers, 
who presumably would be the ones already protected by spatial 
monopolies 


Only one thing seems clear--that studies of price dispersion, 
useful as they may be in and of themselves, will not provide a 
very satisiactory measure of market imperfection. Significant 
studies will, I think, concentrate on the patterns of dispersion, 
and will attempt, in perhaps a rough and ready way, to place 
price tags on the service variations. The difficulties are mani- 
fold, but at least in limited areas it might be possible for the in- 
vestigator to construct approximations of the various service- 
demand curves, so as to approach measurement of all stores on 
a relatively equal service basis 


Such studies will also pay increased attention to the influence 
of the price-setting methodology. Exactly what are the differ- 
ences resulting from full cost versus marginal pricing techniques. 
Due has observed, for example, that stores refrain from margin- 
al pricing techniques because this would constantly lead each re- 
tailer into new commodity fields, where he would undersell the 
established people. At the same time, marginal considerations 


37. Average Retail Prices: Collection and Calculatian Tec h- 
niques and Problems (Bulletin #1182, Bureau of Labor Statistics, 
U. S. Government Printing Office, 1955), p. 16 

38. J. Aubert-Krier, ''Monopolistic and Imperfect Competi- 
tion in Retail Trade,'"' in E. H. Chamberlin (ed. ), Monopoly and 
Competition and their Regulation (London, Macmillan, 1954). 

39. J. Hoodand B. S. Yamey, "Imperfect Competition in 
Retail Trade,'' Economica, May, 1951 
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would introduce price cutters into his field. The resultant insta- 
bility would be insupportable. 40 Yet in recent years the super- 
markets have invaded the pharmacy field, but without serious 
price competition. While prices may break at any moment, in- 
teresting questions arise as to why the theoretical prediction has 
not yet materialized. Marginal considerations also would seem 
to recommend some sort of ''follow-on'"' pricing technique where- 
by additional units sold at one time would take successively lower 
prices~-the familiar 10¢ each, 3 for 25¢ approach. Leading stu- 
dents of European retailing are recommending the extension of 
such techniques. But we really know very little about how such 
prices affect consumer expenditures, or retail costs, returns, 
and profits. Full cost pricing, and particularly application of 
fairly rigid departmental markups without regard to the varia- 
tions of service, turnover and space on particular items, have 
been regarded by many economists as techniques that have ren- 
dered department stores vulnerable to more aggressive competi- 
tion. But again we need studies of the extent to which depart- 
ment store markups, within departments and departmental sub- 
classifications, now tend to conform to or depart from rigid 
markups, and the extent to which profits or sales could be in- 
creased by more skilled price-making. Profitable explorations 
could be made of the differences resulting from thinking of ex- 
penses and profits as (a) percentages of sales and (b) specific 
dollar amounts. Trade reports credit many discount sellers with 
taking business in major appliances away from department stores 
because of a willingness to accept a certain flat dollar margin 
per unit, rather than trying for a constant percentage markup. 


Analogous to the question of pricing methodology is the ques- 
tion of the basis of sale. Whether carpeting is priced at so much 
per square yard, or at the equivalent price per square foot would 
seem to be a choice between Tweedledum and Tweedledee, yet 
the carpeting industry is at present, perhaps needlessly, bitter- 
ly divided in debate over the two bases for price quotation. Or, 
to take another example, why should it prove more profitable to 


40. Due, op. cit. 
41. J. B. Jefferys, S. Hausberger, and G. Lindblad, Pro- 


ductivity in the Distributive Trade in Europe (Paris, Organization 
for European Economic Co-operation, 1954). 

42. G. Tornquist, ''Detaljhandelns Stordriftsformer" cited 
approvingly by H. Pasdermadjian, The Department Store (London, 
Newman Books, 1954), also Alt, op. cit.; Jefferys, Hausberger 
and Lindblad, op. cit. 
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offer trading stamps than to give equivalent cash reductions ? 
Questions of this sort, concerned with the preference maps of 
individual customers, do tend back toward the question of ration- 
ality and irrationality. They are, nevertheless, worthy of 
greatly increased study. 


One more area warranting study, out of the many that could 
be cited, is the question of the responsiveness of retail prices to 
changing conditions. Tintner has pointed out, as many others 
since him have also noted, that while retail prices move in the 
same cyclical patterns as wholesale prices, the intensity or am- 
plitude of fluctuation is much less 43° One leading merchant be- 
lieves that retailers seeking to avoid the distortions of margins 
(particularly on the rising side) resulting from this relationship, 
indulge in scare buying and in panicky withdrawals from the mar- 
ket, which he sees as an important factor in cyclical instability. 4 
A Swiss writer, on the other hand, blames retailing for failing to 
transmit price and demand information back to manufacturers 
rapidly enough, and angers for integration as a device to avoid 
production distortions. > Once again, we need more information 
on the behavior of retail prices over time, and particularly as 
Professor Eiteman has ie, information on the influence of 
inventories upon prices. 4 


The list of areas for fruitful research could be expanded, ad 
infinitum. But they can be summarized in the observation that 
many questions which should interest merchants should also in- 
terest economists. The problem is not one of finding questions, 
but rather one of framing the most useful questions and of pro- 
seeding through efficient means to satisfactory answers. While 
more studies and more data are needed, they are not enough. 
The greater needs are for more synthesis of available materials 
and the casting of future studies into more additive forms. 


In spite of some notable exceptions the teachers of retailing 


43. G. Titner, Prices in the Trade Cycle (Vienna, Julius 
Springer, 1935) 
44. M. Silbert, ''Retailing and Economic Stability. "' in Prob- 


lems in Anti-Recession Policy (New York, Committee for 
Economic Development, 1954) 


45. E. Bovet, L'Organisation Rationelle de la Distribution 
(Neuchatel, Delachaux and Mestle, 1954) 

46. W. J. Eiteman, Price Determination: Business Practice 
v. Economic Theory (University of Michigan, 1949). 
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have tended to concentrate upon department store price policies; 
the teachers of agricultural marketing and economics and general 
marketing people in some of the land grant institutions have been 
primarily interested in food retailing; the pharmacy professors, 
of course, have concentrated whatever interest they may have in 
retailing upon the drug store; and all have suffered from some 
lack of contact with each other and with the "pure" theorist. 
Conferences upon price research seldom produce all of the con- 
crete accomplishments their sponsors expect. Yet certainly an 
attempt to bring together merchants, pure theorists and applied 
people in various fields to develop some agreement on terminol- 
ogy, classifications, methodology and even hypotheses would 
seem warranted and promising. 
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DISCUSSION 


Henry D. Ostberg 
New York University 


At the outset, I wish to concur in Dr. Hollander's urgent plea 
for further investigations into the subject of retail pricing. There 
is no doubt in my mind that this is one of the truly neglected areas 
of economic and marketing research. 


In the few minutes alloted to me, I would like to direct my 
remarks to two implications which I found in Dr. Hollander's very 
fine paper. These are, first, that the process of price formation 
in retail establishments should be studied simply because it is 
more susceptible to investigation than the pricing methods of 
manufacturers and wholesalers, and second, that the results of 
the research into retail pricing techniques can be readily project- 
ed into an over~all explanation of price formation. I do not think 
that such conclusions are entirely warranted. I personally feel 
that pricing by retailers differs not only in degree, but possibly 
also in character, from that undertaken by wholesalers and man- 
ufacturers. In brief, 1 am not at all sure that retailing serves as 
a valid "laboratory" for the development of a general theory of 
pricing. 


Let us briefly examine some of the unique characteristics of 
pricing by retailers. 


First, a retailer does not always possess the same freedom 
in pricing as a manufacturer. The retailer may be limited in his 
discretion by a fair trade agreement, by a nationally advertised 
price, by a franchise agreement with the manufacturer, or bya 
suggested resale price which the manufacturer enforces by refus- 
ing to sell to those who do not adhere to his suggested price. 
Thus, little can be learned about price formation at the retail 
level with respect to products whose resale price is actually de- 
termined by the manufacturer 


What I have just said does not, of course, apply toa retail- 
er's private brand. A retailer is free to charge whatever he can 
get for goods bearing his own brand. 


Second, a retailer typically deals in more products than a 
manufacturer. As aresult, the correctness of the individual 
pricing decision is much less important to the retailer than to the 
manufacturer. It is, therefore, commonly made with less care, 
at a lower level in the organization, and frequently by a large 
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number of persons whose activities and decisions are not fully 
coordinated. It is not unusual for each buyer in a department 
store to get prices on the goods in his department, subject only 
to general policies and pressures from the top. Thus, there may 
be a hundred managers in a department store, each setting the 
retail price on goods assigned to his responsibility. In a manu- 
facturing concern, one major executive, or more frequently a 
committee of the top executives of the firm, set the prices on all 
goods sold by the company. The manner in which retail prices 
are established in a department store or, for that matter, in any 
large-scale retail establishment is, therefore, quite different 
from the way in which prices are usually determined in a manu- 
facturing organization of equivalent size. 


Third, there appears to be a much greater interrelation of 
demand among goods sold by retailers than among goods sold by 
wholesalers or manufacturers. This is due, at least in part, to 
the fact that the consumer finds it convenient to buy as much as 
possible at one shopping stop. Since the consumer, with his 
limited knowledge of the market, often judges the ''values" offer- 
ed in an entire store by the prices charged on a few ''key'' items, 
retailers may find it advisable to price some items in the store 
to attract traffic, expe:ting to make their profits on other goods 
in the store. This strategy has been followed by some supermar- 
ket chains, which price their foods to obtain traffic and their non- 
foods to make a profit. Along the same lines, I know of two de- 
partment stores which operate their wedding-gown department at 
a loss, with the expectation that the prospective brides brought 
into the store by the wedding-gown department will also patron- 
ize the highly profitable silverware and furniture departments. 


I do not wish to suggest that manufacturers or wholesalers 
never engage in leader or loss leader pricing.They undoubtedly do. 
But the available evidence indicates that they do so to a much 
lesser extent than retail establishments. As a consequence, re- 
tailers appear to price goods with a much greater regard to their 
merchandise offerings as a whole than either wholesalers or 
manufacturers. 


In the fourth place, a large proportion of the total expenses 

of a retail establishment tend to be common, and sometimes even 
joint. Dr. Hollander made this point in his paper. But let us 
analyze this fact a little further. The presence of these overhead 
costs in retailing makes the accurate determination of the average 
cost of handling a product or line by a retailer next to impossible. 
The retailer must, therefore, resort to some short-cut approach 
to pricing. Although manufacturers and wholesalers are not im- 


= 


124 ADAPTIVE BEHAVIOR IN MARKETING 


mune to the problem of common costs, they are normally faced 
with a much smaller relative amount of such costs. 


As a result of the importance of common costs in retailing, 
the marginal costs of adding a new line is very small, once a re- 
tail plant has been established. Retailers pricing their offering 
according to marginal-cost principles would find it profitable to 
sell new lines at anything above marginal cost, assigning their 
overhead costs - at least temporarily - to existing lines. Firms 
whose primary business depended upon the lines so invaded would, 
of course, retaliate by taking on the lines of the encroacher. The 
result would be, as Professor John Due has observed, constant 
instability, and even economic chaos, in retail markets. All this 
is to say, that marginal pricing - a cornerstone of traditional 
e:onomic theory - is rarely found in retail markets. While it is 
true that manufacturers or wholesalers do not always adhere to 
marginal pricing, the available evidence indicates that they do so 
to a somewhat greater extent than retailers. 


Finally, while I would not presume to suggest that all ulti- 
mate consumers are irrational in their purchase decisions and 
that all business buyers are rational in theirs, I think we can all 
agree that there is generally a higher degree of rationality among 


business buyers than among ultimate consumers. As a result, 
psychological factors appear to play a much more important role 
in retail pricing than in pricing for industrial or wholesale mar- 
kets. Thus, there is a widespread belief that retail prices end- 
ing in 5 or 0, psychologically, find more consumer acceptance 
than those ending in other numbers. Similarly, empirical re- 
search has shown us the importance of non-price factors, svch 
as the 'atmosphere"' or prestige of a store, in attracting consum- 
er patronage. Even the traditional economic axiom of the lower 
the price the greater the demand finds many exceptions in retail. 
ing. Research has repeatedly shown that Mr. and Mrs. Average 
Consumer seem to derive some notion of quality from the price. 
Lowering the retail price of a product in the retail market may, 
therefore, reduce rather than enhance demand. All this is to 
day, due to the lack of product knowledge by the typical consumer, 
psychological factors play a more important role in pricing for 
the retail market than in pricing for a wholesale market. 


There are, of course, other factors which distinguish retail 
pricing from pricing for industrial users and wholesalers. Time, 
however, does not permit us to discuss them now 


My position, in brief, is that while retail pricing techniques 
should be studied, they should be studied in order to learn more 
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about pricing among retailers. Such knowledge will, no doubt, be 
helpful to us in understanding pricing by manufacturers and 
wholesalers, but it will not serve as a substitute for studying 
pricing among these other segments of the economy. I do not 
feel that the retail arena is an entirely satisfactory laboratory 
for developing a general theory of pricing. 


I would like to add one final comment. Dr. Hollander has 
extended an invitation to marketing people, economists and busi- 
nessmen to cooperate in studying retail pricing. I would like to 
broaden that invitation, if I may, to include our colleagues in the 
field of psychology. When analyzing pricing problems, and es- 
pecially those at the retail level, the science of psychology has a 
great deal to offer to us. Let us not fail to take advantage of the 
contribution which this related discipline can make to our com- 
mon quest for greater knowledge. 
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THE "PRODUCT" AND "'PRICE" IN DISTRIBUTION* 


M. A. Adelman 
Massachusetts Institute of Technology 


The "price" and output of any ''product"' are brought into 
some kind of relationship with cost through the competitive proc- 
ess, and a discussion of any of them is inevitably linked with the 
others. Adam Smith was of the opinion that nothing special need- 
ed to be said about distribution; he answered the perennial com- 
plaint about too many stores in a famous passage which asserted 
in effect that the number of firms, and the prices charged, were 
subject to the normal competitive laws and could not, under com- 
petition, exceed the optimum. 


Later economists, without being too clear about it, seemed 
to feel that somehow competition and price making in distribution 
were subject to certain disturbances. More than a century of 
grumbles and insights scattered through the literature were sum- 
med up by Knut Wicksell, who noted that retail prices "are fre- 
quently regarded as exceptions ... generally to every rational 
process of price formation.'' Wicksell thought they could be ex- 
plained by joint costs and location monopoly. Unusual profits 
were absorbed by additional entrants crowding into the trade, so 
that the normal effort to maximize profits led to excess capacity 


and higher costs 2 years later came the well-known article by 
Hotelling, 3 and shortly afterward the modern theory of monopo- 
listic or imperfect competition. Chamberlin was to formulate 
Wicksell's sequence rigorously, as the ''tangency solution, "4 one 
of the most useful pieces of apparatus which the economic theor- 
ist has given to workers in applied fields. 


It is worth remembering that the modern theory originated 
in large measure out of the conflict between the normal competi- 


* T am indebted to Edwin Kuh for helpful comments on an 
earlier draft, but he is not responsible for any errors. 


1. Wealth of Nations, Bk. II, Ch. V, p. 342 (Modern Library 
Ed. ) 

2. Knut Wicksell, Lectures on Political Economy, Vol. I 
London, Routledge, 1938), pp. 86-88. 

3. Harold Hotelling, ''Stability in Competition, '' Economic 
Journal, XXXIX (1929), p. 41. 

4. Edwin H. Chamberlin, The Theory of Monopolistic Com- 
petition (Cambridge, Harvard Univ. Press, 6thed., 1948), Ch. 
>, wees. be, 17. 
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tive assumptions and the facts of daily life of which everyone is 
willy-nilly aware. The unease we feel about the distributive 
trades is reflected in our speech patterns. We speak of ''value 
added by manufacture,"' but we ask, ''Does Distribution Cost Too 
Much?''? Clearly this double standard makes no sense unless we 
suspect that the value added in trade includes something unnec- 
essary or undesirable. Now some of this may be the physiocratic 
prejudice that doubtless affects us all in some degree. At a much 
higher level, there is the feeling that much of our distribution 
activity is really part of the overhead cost of a commercial and 
urbanized civilization, rather than a net increment to welfare 
Undoubtedly, there is much truth in this view, but it is easily ex- 
aggerated, and! fear has been. For it is in the underdeveloped 
-- or, to use the newly fashionable euphemism, developing -- 
economies that sellers come to market with a few second-hand 
oil cans, expending a man-day or more in marketing then: " it is 
in developed, but certainly poorer economies than the American, 
that the housewife buys one egg at a time; it is in the prosperous 
suburbs of the United States that she buys a week's supply or 
more, and provides delivery, inventory (including refrigeration) 
facilities, and breaking bulk, so that the retail market services 
of poorer countries become part of the household economy of 
wealthier ones, and pass out of the money national income. For 
the United States, Hall and Knapp have shown that State per cap- 
ita income is positively «orrelated with the number of stores per 
10,000 population, but is negatively correlated with the number 
of food stores, the largest single group I think the same tend- 
ency exists, although less strongly marked, as among the metro- 
politan areas of the United States and Canada. The relationship 
ought to be explored for census tracts, although my attempt with 
the special retail census of Dallas tor 1953 was not successful 
The complete results of the Census of 1954 should permit much 
more intensive work to be done here. But even the fragmentary 
data at hand show that there is no simple connection between per 
capita income and the importance of distributive services, and 


5. P. W. Stewart and J. Frederic Dewhurst, Does Distri- 
(New York, Twentieth Century Fund, 


6. P. T. Bauer and Basil S. Yamey, "Economic Progress 
and Occupational Distribution, '' Economic Journal, LXI (1951), 
p. 745 

7. Margaret Halli and John Knapp, ''Number of Shops and 
Productivity in Retail Distribution in Great Britain, the United 
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they suggest that distribution is more a matter of additional utility 
than an overhead cost. They do not bear directly on the impres- 
sion that the competitive process is somehow not working proper- 
ly in distribution, and is not tending to any optimal price-quantity 
solution. In trying to solve such problems, we need to ask what 
we mean by "price" and "product" in distribution 


Measurement of a single distributive "price" or 'product" 
culminates in a highly aggravated form of the index-number prob- 
lem, because of the great variety of goods handled in nearly 
every kind of establishment, compounded by the change in the 
assortment through time. A price index is usually, therefore, of 
doubtful meaning. On the side of cost of the product, true joint 
costs are rare in distribution, but common costs are everywhere, 
and their separation is not usually very effective. A recent in- 
vestigation of gross and net_margins in the Dutch grocery trade 
is particularly interesting It covered a sample of fifty stores, 
and about 100 items within each store, and analyzed costs under 
ten categories, making considerable use of time studies. The 
sampling problems and the accounting methods invite comment, 
but we must neglect them. Two results claim our attention. The 
average purchase per customer per store varied from 1. 06 to 
2.56 guilders, which on its face would indicate that a very differ- 
ent bundle of services was being sold. Furthermore, average 
(for all stores) gross margin varied among products from 5 per 
cent to over 45 per cent, and average net margin from minus 54 
per cent to plus 34 per cent. How do we explain such variations ? 
There are probably some elements of genuine price discrimina 
tion, either the active exploitation of several demand curves, or 
passive adjustment to whatever lines appear to be most in demand 
at the moment. The first is a symptom of monopoly, the second 
of active if non-perfect competition, but in the latter case these 
differentials relate to an ever-changing group. Some of this vari 
ation is simply haphazard, and based on rules of thumb which 
as will be seen in a moment ~~ it may yet be irrationai to modify 
It also seems to be the rule, in this country and Europe, that 
staples like sugar and flour are often sold at prices which will 
not return the cost of sales, and other items may be similarly 


8. S. C. Bakkenist and D. E. Deutick, Onderzoek naar de 
Distributiekosten in de Detailhandel in Kruidenierawaren in 


in the Netherlands), issued by Preijer & DeHaan, Amsterdam 
and The Hague, 1950. I am indebted to my colleague and former 
student, John L. Enos, for more than the translation 


Nederland (Investigation into retail distribution costs of groceries 
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'footballed"' from time to time. This tradition in part reflects a 
chronic relapse into competition, to be explored later; but for the 
most part it is a sort of low-grade advertising, the selection and 
flaunting of a biased sample which is supposed to mislead the 
consumer, and doubtless often does. Yet we have the record of a 
large food chain which carried through a very profitable change- 
over to super-markets by controlling the gross and net margins 
and paying no attention to individual prices. The theory was 
clearly stated by one official 


"It would be futile to expect us to undersell every- 
body on everything... Find some way of impress(ing) 
upon the public that in the long run they will be 
money ahead if they spend all their food dollars in 
our super-markets."! 9 


The example is'not unique. Price of the individual item simply 
drops out, and the store is regarded as selling a single service 


On the whole, the best concept of wholesale and retail "price" 
is value-added or gross margin, the payment for furnishing the 
"product, '' wholesale or retail service, or both. It offers great 
advantages in simplicity and in accuracy, for it mirrors all the 
forces of demand and cost that impinge upon the distributive op- 
eration, and it permits us to measure costs, prices, and output 
over time. But it brings certain problems in its train 


1. For one thing, it would be both a pecuniary and a social 
diseconomy if the individual distributive firm disregarded varia- 
tions of cost and revenue as among goods or lines of goods and 
was contented if total receipts more than covered total costs 
This would tend to perpetuate the pattern existing at any moment; 
it would afford no clue, or incentive, to lower-cost and more 
profitable behavior. The optimum is «somewhere between a sin- 
gle undifferentiated service and a large number of products each 
with an arbitarily allocated cost. For the firm, the problem 
really becomes; how to acquire, at reasonable cost, information 
on its several activities which is as good as, or better than, its 
competitors -- even if by an absolute standard it is quite inac- 
curate. The problem of economies and diseconomies of scale, 
and of horizontal and vertical integration, is largely a matter of 
devising the smallest possible number of meaningful product - 


9. U. S. v. A&P., 173 F. 2479 (7th Cir. 1949), Govt 
Exhibit 226 
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groups or distributive activities within the firm, and obtaining 
some data on them 


2. The second kind of problem arises in the study of costs, 
prices, and output over time. Barger!9 applies an estimated 
average markup to the deflated value, at the producers' level, of 
output passing through distributive channels, to obtain an esti- 
mate of output of wholesale and retail service. His is a notable 
contribution, but subject to at least two kinds of qualifications. 
One is the changing bundle of services rendered under the catch 
- all name of retail and wholesale distribution. Producer at one 
end of the channel or consumer at the other may absorb or relin- 
quish some of the services of packaging, warehousing, breaking 
bulk, delivery, advertising, financing, et« Even aside from 
these vertical shifts, distributive firms may do more or less 
Therefore, there is no reason to suppose that a dollar's worth oj 
producer's output takes a larger, smaller, or constant distribu- 
tive service over time. Secondly, and perhaps more important 
our use of value measures is distorted by the very process under 
investigation. Suppose there was a considerable increase in 
productivity generally, but not indistribution. The payment for 
any given factor tends to equality of net advantage in all uses 
Over time, the value of a unit of labor or of any other factor used 
in distribution would increase because its value in other uses had 
increased. The gross margin and the apparent "output" of the 
distributive "product" would also increase (at a rate depending on 
various elasticities}, although there was in fact no real increase 
in the quantum of services rendered. Perhaps a deflation by an 
index of real wages and the prices of inputs might help; none has 
been devised. I suspect that any such attempt would lead ina 
circle, and that this is an area where the basic logical defects of 
index number construction serve not merely to qualify the result 
but prevent it, because the aggregate ''product'' has been defined 
in terms of the aggregate ''price,'' and there is no independent 
measure oi each. But further thinking is certainly needed 


3. The abandonment of direct price comparisons also makes 
it more difficult to reach a judgment about the operations of com- 
petition and monopoly. Thus, uniform prices throughout a large 
market or large number of sub-markets, such as a standard met: 
ropolitan area, are prima facie evidence not of competition but of 
its absence; for conditions of demand and cost vary from place to 


10 Harold Barger, Distribution's Place in the National Econ- 
omy since 1869, Princeton, Princeton Univ. Press, 1955), Ch. 2 
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place. But particular prices may be almost the least important 
thing to compare, they may be set by rule of thumb because the 
raising or lowering of the price of retail service or wholesale 
service can take place anywhere along the price front, and is 
best accomplished, indeed, by price changes on lines or types of 
product rather than by individual items 


4. The final qualification for value-added data is the extent 
to which they may be distorted by inclusion of monopoly gains 
Unfortunately, we know little enough about competition in distri- 
bution. There is plenty of scope for collusive oligopoly in : 
wholesaling. As an example we may take grocery wholesaling il 
In 1948 the largest one-sixth of general-line wholesalers account- 
ed for nearly 60 per cent (58.5) of sales. This overstates the de- 
gree of concentration somewhat, by excluding specialty-line 
wholesalers, and also understates it, since the total number ot 


firms is about 30 per cent below the number of establishments 12 


11. The following comments are based on the Census of Busi- 
ness, 1948: Bulletin No. 3 1, The Grocery Trade, Tables 5, 11, 


12-A. 

12, The Grocery Trade, op. cit., Table 1l, p 63, shows 
4,265 general line grocery wholesaiers. It shows also the num- 
ber of establishments owned by firms owning 2, 3-5, 6-9, 10-14, 
15-24, and 25 or more establishments. We have divided the num 
ber of establishments in each group by the middle number or by 
the nearest lower whole number. The iast group has been divided 
by 25. An interpolation formula would have yielded a smalier 
number of firms: our procedure yields 3,013. One can say in 
round numbers that there were not more than three thousand such 
firms in the United States 

Table 12-A divides general-line into sponso~ing and non 
sponsoring-voluntary~groups. Among sponsor:ng wholesalers 
the sales of the largest 72 were $687.7 million, of the next iarg- 
est 172, $529.2. Among non~sponsoring the sales of the largest 
63 were $542.1 million, of the next largest 293 were $837.5 mi! 
lion. Approximately, therefore, the largest 600 establisiments, 
or 16.6 per cent of the total of 3,633, sold $2,956.5 million, or 
58.5 per cent of total sales of $5, 049.8 sold by sponsoring an 
non-sponsoring combined. The degree of concentration would 
have been slightly higher if it had been possible to consolidate the 
lists of sponsoring and non-sponsoring. (We cannot tell whether 
it would have been affected by including unavailabie data for the 
632 retailer-owned and other wholesalers. ) 

According to the Preliminary Trade Report 1954 Census of 
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In the largest metropolitan area, New York -- Northern New Jer- 
sey, there are 189 such wholesalers, and one-sixth would be a- 
round 31, doubtless more than sufficient for active competition 
in the absence of collusion. But the number drops off rapidly as 
we go down the list, and past the largest nine Standard Metropol- 
itan Areas, at most three or four wholesalers would account for 
60 per cent of sales; in about fifteen S. M. A.'s the nearest whole 
number is one. Other commodity lines are less concentrated; 
others more so. Wholesalers are generally small grass-roots 
folk not politically vulnerable, and hence not so afraid of anti- 
trust enforcement; and there are generally few innovations to in- 
duce vigdrous competitive behavior 


As for retailing, the inherent differentiation because of loca- 
tion, the inelasticity of demand with respect to the price of retail 
service (which is only a fraction of total price), and the inertia 
and ignorance of the individual customer, are the elements of a 
monopoly power which is usually substantial, at least in the short 
run. Of course, the locational ''monopoly" is only the obverse of 
a wide dispersion of establishments close to consumers which is 
the very essence of the retail service. But with marginal cost in- 
evitably below average, there is an abiding desire for more vol- 
ume by any and ail means except price reduction. Hence the proc- 
ess of ''trading-up,'' as Professor McNair has called it -- more 
advertising and service constantly added. One retailer's extra 
services may do no more than offset the expenditures of the other, 
with everybody worse off -- profits down to bare normal for re- 
tailers so long as there can be entry, and too many resources be- 
ing drawn into distribution. 


Such a judgment does not require any distinction between the 
truly ''necessary" costs of distribution from the frills, or ''sell- 
ing costs" from'"'production costs." It would be difficult to con- 
sider the annual model change in automobiles as a production cost, 
for example. Except in one sense, to be explored presently, the 
distinction is illusory. An additional service, whether or not em- 
bodied in any physical object, means an increment to cost and to 
revenue, and if the latter exceeds the former, the service is ren- 
dered. The basic question, which lies at the heart of our inter- 
related problem of "price," ''product,'' and competition, is whether 


Business, Wholesale Trade, Series PW-3-47 (October 1956), the 
number of general-line wholesale grocery establishments (with 
paid employees) declined from 4, 253 in 1948 to 3, 320 in 1954. In- 


formation by size was not available when this paper was written 
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the market is providing an objective measure of the value of the 
particular incremental service. Unless the consumer has the al- 
ternative of choosing the increment of service at a higher price, 
or the lesser service at a lower price, we cannot tell whether 
that increment is worth its cost ina free market. But this ap- 
praisal process does not work smoothly or well. In the first 
place, the desired and the undesired services are commingled to- 
gether in the general lump of retail and wholesale service which 
the consumer buys, and which, it was previously urged, really 
constitutes the ''product.'' Secondly, even if every single incre- 
ment to service were desired by the consumer, it does not neces- 
sarily follow that he would prefer all of them or any particular 
combination of them, for the marginal utility neither of money 
nor of the distributive services is constant. And since experi- 
mentation with lower prices is difficult and risky to begin with, 
there must be a considerable bias toward more services than the 
consumer wants, and the wrong kind 


It 1s not a cheerful picture of the retailer constantly pushing 
up his costs in the hope -~ often mistaken -- of raising the de=- 
mand function even more. and then seeing above-normal profits 
slowly disappear because of imitation or entry, whereupon the 
whole process is repeated. The end result, as the textbooks in- 
dicate in the chapter on monopolisti ompetition, is a smaller 
scale of output, a higher price, anda larger volume of services 
than would exist if the consumer «ould pick and choose in a more 
competitive market. But this does not prove that the waste is 
great, nor that the element ot monopoly gain and monopoly re- 
striction is a large part oi value-added in distribution. For the 
greater the size of the gap between what the consumer wants and 
what he is getting, the greater the inducement to the bolder 
spirits to offer the leaner and better product. The barriers to 
entry are low, though the market 1s probably small. The most 
important obstacle to the innovator is that his entry would add so 
much to the local supply that price would be driven far down The 
solution lies in either spreading over so many markets that the 
effect on price is greatly damped, or in having so great a cost ad- 
vantage that existing firms will be driven out 


The thesis suggested here is that competition in distribution 
often works slowly and with a lag Since pent-up forces act with 
some violence, 1t often takes a somewhat cataclysmic form The 
high rate of turnover in distribution is well known, and also the 
innovations that from time to time overtake one branch or another 
The distinctive mark of these innovations is that they were car- 
ried out by the large establishment (not necessarily the large 
firm). At one time department stores did unto specialty shops as 
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discount houses were to do unto them, the old-fashioned grocery 
store was largely displaced by the economy store, and it by the 
supermarket; while the impact of the mail-order house has been 
recorded for all time in the invective of its rivals. In fact, a 
useful if not a very precise index of the strength of competition in 
distribution is the resentment of the unsuccessful competitors, 
and, thanks to their ready access to publicity and legislation, the 
documentation is usually good. The characteristic theme is that 
the consumer is simply misguided when he prefers -- to take the 
examples best known today because of Congressional hearings -- 
lower-priced gasoline or lower-priced automobiles; what he ought 
to prefer is rivalry in service alone, rather than in service and 
price considered together. The consumer, in their view, should 
not be given what he wants because he wants the wrong things; 
this is a useful index of the kind of competitive pressure now be- 
ing exerted in gasoline retailing and automobile retailing, anda 
good clue to the monopoly element in retail value added 


The generai conclusion is that there are elements of monop- 
oly in wholesale distribution and retail distribution which tend to 
raise the distributive margin over what it needs over the com- 
petitive optimum, but that low entry requirements generate coun- 
ter-movements whenever the excess builds up to some critical 
point. This conclusion is not necessarily optimistic or pessimis- 
tic. For the crucial questions are those of fact and therefore of 
degree -- how far the distributive margin is raised before it is 
undermined by competition, and how fast the process works. |! 
hope we can look forward to research in particular trades and 
markets, in size distributions, and in the determinants of distri- 
butive margins. The "price" and "product" in distribution have 
perhaps more than their share of peculiarities; but this should be 
a motive, nota barrier, to exploration 
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DISC USSION 


Wallace O. Yoder 
Indiana University 


Professor Adelman's paper has emphasized some interesting 
aspects of the general problems involved in attempting to place a 
value upon the functions of the distributive system in modern so- 
ciety. It has always seemed to me to be a peculiarly anomalous 
situation that there is, in most quarters, general acceptance of 
what Professor Adelman calls the double standard. Value is add- 
ed by manufacture, but distribution costs too much. This implies 
that the productive process ends at some point and the distributive 
process begins at that point to nibble away at the values created. 
As a matter of fact, even if a discontinuity actually exists, except 
in a particularly arbitrary sense, it is the efficacy of the distri- 
butive part of the productive system which has made possible the 
production economies which augment the value added by manufac- 
ture. What I am trying to say here is but to hark back to Adam 
Smith ''Division oi Labour is limited by the extent of the market." 


Still arcepting tentatively the idea that the whole process of 


transforming raw materials into human satisfactions is discon- 
tinuous, the anomaly of the double standard does not disappear. 
It seems to me that in raising the questions we do concerning the 
efficiency of the distributive portion of the system, we close our 
eyes to some fairly obvious tacts 


For example, it is at the final retail level of the distribution 
process that many of the assumptions of ''normal'' competition 
are most nearly realized 


(1) The number of buyers is large, well aware of its wants, 
and well oriented to the number and kinds of purchase opportuni- 
ties available 


(2) The number of retail sellers of specific lines of merchan- 
dise in any given market is more than adequate for effective com- 
petitive pressure 


(3) Entrance into and exit from most retail activities, in fa 
for most distributive areas is relatively much easier than for 
manufacturing, and the conditions of survival are more precari- 
ously related to the firm's ability to offer a product, however de- 
fined, at a price which, taking the product-price relationship to- 
gether, will attract a volume of trade sufficient to cover variable 
cost, i.e., cost of sales in the very short run, and both fixed and 
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variable costs in the long run. 


(4) It is only when we come to examine the "product" of the 
retailer that we find some departure from or toward ''normal'"' 
competition depending upon what we regard as normal in this day 
and age. In away, each retail outlet in a given line offers its 
customers a unique combination of satisfactions which it hopes a 
large enough number of buyers will consider important to com- 
pensate it for the costs incurred in offering the combination. It 
is this semi-unique characteristic of the 'product" (taken in a 
very broad sense) that gives the retail firm some slight negative 
slope to its individual demand curve. It is apparent, however, 
that the curve must flatten out rapidly at a price only slightly 
above whatever price it is currently obtaining. Furthermore, the 
individual firm's demand curve is subjected to constant pressure 
downward by the price competition of some competitors and to 
the left by the ofier of different and changing combinations of sat- 
isfactions by others. It would appear, furthermore, that, given 
the current customer mobility, the present day retailer has little 
opportunity to exploit any significant range of his demand curve 
on the basis of spatial monopoly 


The temporariiy successiul innovator at the retail level con- 
stantly attempts to vary the combination of services and goods in- 
volved in his "product" in order to present to his present custom- 
ers and those of other firms the most attractive package at the 
lowest feasible price for the package. If consumers do not buy 
the package in quantity he is out of business. 


Perhaps a great deal of our difficulty in accepting the reality 
of value added by distribution arises from our unwillingness to 
attribute to consumers en masse the measure of intelligence in 
purchasing to which they are entitled. We assume, usually, that 
if a cOnSumer is not precisely and instantaneously influenced by 
price that he is theretore either ignorant, lackadaisical or has 
more money than he needs. Actually, to a particular group of 
buyers the "product" of a given retailer may be more attractive 
than that of his nearest competitor even though his prices may be 
higher on specific items or clear across the board. In other 
words, the consumer pays his money and he takes his choice 


This, of course, does not mean that, in making their choices, 
some consumers may temporarily get combinations of goods and 
services which are either richer than they want or are composed 
of the wrong items. I doubt that such a situation can long continue 
when merchandising is as aggressively «ompetitive as it is in this 
country today. I think the gist of all this with respect to some ot 
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the problems raised, is that ] agree rather wholeheartedly with 
Professor Adelman's suggestion that gross margin probably of- 
fers the best single measure of the value added by distribution. 
Obviously, this means that the consumer pays for the retailers' 
limited "product" differentiations and special packages of serv- 
ices. He also pays for the added chrome and the added horse- 
power in his new automobile, but hardly anyone assumes that the 
chrome and horsepower are not part of the value added by manu- 
facture. J] think Professor Adelman has indicated with sufficient 
clarity his awareness of the analytical problems arising from this 
use of gross margin as the "price of distribution.'' I am sure 
that at this stage there are no easy answers; but a journey of a 
thousand miles begins with but a single step and Professor Adel- 
man has helped us to take at least a couple of strides along the 
way 


What I have said thus tar takes for granted, as is the custom, 
that production and distribution constitute a rather simple dichot- 
omy of functions. This concept seems to me to be becoming in- 
creasingly unrealistic ii indeed it ever was a completely true 
picture. A more realistic approach might do something like this: 


(1) During each stage in its progress from raw material to 
consumer each good acquires additional characteristics which, 
it is fondly hoped, will influence consumers to buy a large enough 
volume at a price sufficient to cover all costs at all stages. 


(2) The ''value of the product" at the end of any stage in its 
complicated passage from an inert material to its final use is de- 
termined at the point of transfer of title, the point of sale 


(3) The "value added" during each stage is roughly measured 
by the difference between the selling price at the end of that stage 
and the costs incurred to bring it to the begin: ing of that stage 


(4) It is at the final point of transfer, that is, at the retail 
level, where all goods must compete with each other for consum- 
er income that values are finally determined 


(5) If at the time a given good is offered to consumers, it has 
not acquired a bundle of satisfying characteristics desirable 
enough and cheap enough to cause buyers to substitute it for all 
others in sufficent volume to pay tor the aggregated cost, this 
good will disappear from the market or the volume and costs 
must readjust to demand. Consumers must be willing to pay for 
the aggregate of all costs up to the point of final transfer. 
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As our productive system is presently organized some of the 
functions technically called distributive, are performed during 
each stage of a good's passage through its complicated life 
journey. 


Properly to measure the value added by distribution would re- 
quire us to abstract from the costs accumulating in each stage, 
those costs related to specific distribution functions. It is prob- 
ably our appreciation of the Herculean proportions and intricacies 
of such a task which forces us to the acceptance of the simpler 
but still complicated attempt to value distribution on the basis of 
the dichotomy of production and distribution as though they were 
separate 
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MASS DISTRIBUTION: 
A PHASE OF BILATERAL OLIGOPOLY OR OF COMPETITION? 


Richard B. Heflebower 
Northwestern University 


That consumers benefit from mass distribution is quite gen- 
erally accepted by economists, but both the source of those gains 
and the theoretical framework within which to place them are in 
dispute. Some contend that the benefits stem from the large, 
low-price retail organizations’ ability to offset monopoly at the 
manufacturing level which is combined with such competition in 
reselling that the savings are passed forward to consumers. 
Others emphasize the low operating costs of these mass distri- 
butors which competition forces them to reflect in prices to cons 
sumers. Finally, some point out the more specific influence on 
suppliers' prices of mass distributors' actual or potential entry 
into manufacturing combined with the provision of them of lower- 
prices alternatives for consumers 


Parallel disagreement exists as to the theoretical framework 
most appropriate for analyzing the facts about mass distributors 
as buyers and resellers. Galbraith's "countervailing power" con- 
cept or dogma, according to one's liking, has been held to be 
nothing more than bilateral oligopoly (Stigler, pp. 12, 13 and 
Miller, p. 21). If 1t is, it would not follow, ipso facto, that con- 
sumers would benefit ‘Stigler, p. 9). Ii chain stores buy advan- 
tageously as oligopsonists are they not also oligopolistic resell- 
ers who would retain those gains for themselves? Others avoid 
this problem by arguing that chain stores buy primarily from 
competitive industries and sel] in a competitive market; hence, 
their role falls under that expounded in competitive price theory 
(Stigler, pp. 9, 13 and Miller, p. 21) 


1. J. K. Galbraith, American Capitalism The Concept of 
Countervailing Power (1952), p 

z. G. J. Stigler, a Economist Plays With Blocs,'"' Amer- 
ican Economic Review: Papers and Proceedings, Vol XLIV, _ 
No. 2, May 1954, p. 12, and "Comment" by M. A. Adelman, 
Ibid, p. 33 

3. Clair Wilcox, "On the Alleged Ubiquity of Oligopoly," 
American Economic Review: Papers and Proceedings, XL, May 
1950, p. 71; J. P. Miller, "Competition and Countervailing 
Power: Their Roles in the American Economy," Ibid. , Vol. 
XLIV, No. 2, May 1954, p. 21; and R. B. Heflebower in Monop- 
oly and Competition and Their Regulation (1954) (E. H. Chamber- 
lin, editor) pp. 126-127 
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The Organizational Revolution in Distribution 

There should be no mystery about what gave rise to chain 
store and mail order distributors. They started as small ven- 
tures to take advantage of an attractive spread between the costs 
and expected revenues in the type of business they proposed to do 
They could not have been a countervailing influence until their 
growth had substantially reshaped the buying side of the manu- 
facturer-level market for consumer goods. That they did grow 
to their present stature reflects the success of two innovations 


(1) Taking advantage of developments in transportation and 
communication, they coordinated wholesaling and retailing with- 
in one soonscendieige,% rather than through market transactions. This 
organizational change, along with rationalization of the retailing 
operation, resulted in a new and substantially lower production 
function for carrying out the total distributive operation 


(2) From their beginnings, the enterprises that blossomed 
into the mass distributors offered a new and less costly ''pro- 
duct, '' in the sense of less retail service, for which there seems 
to have been a tremendous latent demand. They pioneered in of- 
fering a lesser variety to choose from and in concentrating on 


volume items sold on low margins, * and in selling not only for 
cash and without delivery but also with less prompt service. Pre- 
ceding competition had failed to provide tor the sale of two or 
more "products" at different prices in the same store, or in 
varying types of outlets, to as large a degree as the mass distri- 
butors found that consumers wanted 


Because the new production function and the less expensive 
service reduced their operating costs tar below those of rivals, 
the mass distributors were able to thrive with much lower gross 
margins. The Federal Trade Commission report (pp. 670-701) 
showed thatin the 1929-31 period the gross margin of food chains, 


4 This is the rationale of Federal Trade Commission's find- 
Final Report on the Chain-Store Investigation, 
1934. pp. 67- 71) that chains' margins were much lower when 
weighted by their volume in various products than when independ- 
ent store weights were used. 

The marked success of the chain stores does not suggest that 
their profits as a percentage of net worth were less than those of 
rival wholesale~retail operators but, because of the chains high 
turnover of inventory, their profits as a perc wore of sales were 
probably somewhat lower 
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when weighted by the chain store volume, was five to six percent- 
age points below the combined wholesaler-retailer margins. (The 
diiferences for drugstore items was far more Striking.) Even 
ten years later, in 1941, the gross margin of food chains was a- 
bout 12 per cent of retail prices lower than the combined margins 
of a retailer and full service wholesaler of groceries, and about 
seven per cent below that of a retailer-cooperative wholesaler 
hannel. 


This lower store-wide margin is the significant test of the 
mass distributors' performance. It abstracts from their lower 
buying prices to the extent that they were obtained. By beinga 
lower charge for an acceptable quality of retailing service, it 
makes irrelevant the accusation that consumers were deluded by 
prices on loss leaders as an index of the savings that could be ob- 
tained on other articles 


Such lower margins, which caused higher-priced channels of 
distribution to lose volume, set in motion fundamental adjustments 
in distribution. Self-service and cash-and-carry retailing of pre- 
packaged goods has become general for foods and quite widespread 
for some other products. More important has been a fundamental 
reorganization of distribution in most product areas where the re- 
tail firm is too small to perform what remains necessary of the 
wholesaler's function. Groups of retailers contract with a whole- 


5. Otfice of Temporary Controls, Economic Data Series, No. 
26, reports the average chain food store gross margin to have 
been 16.7 per cent of net sales in 1941 and that of the service 
wholesalers to have been 14.0 per cent. Independent retailer and 
cooperative and cash and carry wholesalers' margins for 1941 
were not published, but the author recalls that the OPA survey 
showed an average margin (on sales) of between 16 and 17 per 
cent for the independent retailers and of from five to seven per 
cent for these types of wholesalers 

Because a larger percentage of the chains' volume is made 
up of large-volume low-margin items, these store-wide ditfer- 
ences in gross margins probably overstate differences in what 
consumers paid for identical commodities. But that there is a 
substantial difference is shown by the lower retail margins on 
specific categories of food stores provided for chains than for 
other than very large independent stores by the war time OPA and 
the Korean period OPS. In the case of all but very large inde- 
pendent stores the retailer would, in addition, have had to buy 
from a wholesaler at an additional margin 
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saler for that service or form their own cooperative buying and 
wholesaling organization. The accompanying sharp reduction in 
invoice cost to retailers (preliminary findings in a study now be- 
ing made by the author indicate that the margins for such whole- 
sale operations are only a half or a third or even less of those of 
autonomous service wholesalers) is an indication of the savings 
from integration. Consequently, by an old fashioned competitive 
adjustment, but one consisting primarily of a change in the or- 
ganization of distribution, and not by countervailance, an able 
retailer's prices can come close to and perhaps equal in some 
cases those of his chain-store rivals 


Structure of the Supplier-Mass Distributor Markets 

So much for the organizations il revolution spearheaded by the 
mass distributors; the next step is to describe the character of 
the markets in which they buy and their role therein. Here is 
where bilateral oligopolies may exist, but there is no way of indi- 
cating adequately how a market is organized and operates except 
by intensive study of it. Concentration ratios, if industries are 
properly delineated, provide a list of oligopoly suspects, however 
even on that basis (and using in most cases the Census industry 
categories which are tar from a satisfactory classification for 
this purpose) the food manuiacturing industries cannot be blanket- 
ed into the unconcentrated class. The following all have concen- 
tration ratios of approximately 50 or above. sugar, shortening, 
margarine, salad dressings, soap, corn products, evaporated 
(excluding condensed) milk, cheese assembling, cookies and 
crackers, perishable bakery products hocolate and cocoa pro- 
ducts, breakfast « ereal, salt, flour mixes, and baby foods On 
the basis of information provided to the author by a market re- 
search organization, it appears that these products constitute a- 
bout 10 per cent of the doilar volume of the typical food store and 
about 33 per cent of dry grocery segment ot that volume. 


6. Except tor salad dressings, perishable bakery products 
flour mixes, and baby foods, the concentration ratios are from 
Appendix II, Table II, ''Study of Monopoly Power,'' Hearings of 
House Subcommittee on Study of Monopoly Power (8lst Congress, 
Serial No. 14, Part 2-B). The exceptions just listed are for nar- 
rower categories than those used by the Census. The author's 
judgment that they all have a concentration ratio of at least 50 is 
based on information trom a variety of sources, mostly unpub- 
lished 

7. The percentage of food store volume is converted ona 
percentage of dry grocery volume by dividing by the ratio (. 3) of 
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The list of department and "hard goods'' store products sup- 
plied by concentrated industries includes electrical appliances, 
tires and batteries, 8 hard surface floor coverings, sewing ma- 
chines, miscellaneous household furniture, small arms, photo- 
graphic equipment, and vacuum cleaners. Undoubtedly still more 
products would be added if product definitions were confined to 
those relevant for price~making 


Despite the length of these lists, which are longer than those 
cited by Stigler (p. 12), the available information indicates that 
probably far more than half of the volume of mass distributors 
consists of products supplied by less concentrated and distinctly 
competitive industries. Beyond the categories reviewed here, 
nearly all apparel and furniture suppliers can be bracketed in the 
competitive category 


The evidence as to the oligopsonistic position of the mass 
distributors is not very impressive either, since most supplying 
markets are national in scope. Concentration in food buying 
from manufacturers and assemblers of unprocessed foods has be- 
come substantial but not high. The four largest chains' total 
sales accounted for 19 per cent of total food store sales in 1955, 
as reported by the Department of Commerce. The largest ten 
handled 27 per cent. To get a total retail volume to compare 
with that of the department store type of mass distributor, de- 
partment store volume must be combined with that of stores sell- 
ing other lines handied by mail-order and low-price chain organ- 
izations. Of such a total, Sears Roebuck accounts for about nine 
per cent and adding Ward's, Penney's, and Allied Stores makes 
the total for the four organizations to be 17 per cent of national 
volume. ? For ten companies the percentage is 23. These are 
low concentration ratios 


grocery volume to all food stores volume, as reported in the 1948 
Census of Business, Volume II, Retail Trade: Generai Statistics, 
p. 1602. 

8. Outlets built around the line of some one manufacturer 
such as manufacturer-owned tire stores or refinery~brand gaso- 
line service stations are mass distributors for present purposes. 

9. More relevant for these distributors than in the case of 
those selling food, is the question of how adequately company- 
wide sales figures can be related to the store categories used by 
the Department of Commerce. Some checking with officials of 
mass distribution type of department stores indicates that the 
percentages quoted above are too high by several points. 
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Such product-wide and retail-outlet-wide data probably ob- 
scures an important complementary relationship between firms 
of opposite size rankings on the two sides of the market. There 
is considerable evidence that mass distributors tend to buy from 
small manufacturers and large manufacturers to sell primarily 
to small firms in the distributive trades. Some business execu- 
tives refer to this as the logical arrangement, for the mass dis- 
tributor provides an outlet for the firms whose age and size are 
not such that they have successfully differentiated their products, 
or are unable to get stable operating rates through a large num- 
ber of small orders. Even financing and product design may be 
provided by the buyer. Obversely, the small retailer sells under 
the aura of the manufacturer's brand, which also may enable him 
to obtain a higher margin. And the large manufacturer can get 
the ctability of orders from many small resellers. But fora 
large manufacturer to rely on a few large mass distributors would 
place participants on each side of the market in a precarious po- 
sition in the event of a bargaining stalemate. 


From this hasty review emerges a picture of manufacturer- 
distributive buyer markets with varied combinations and degrees 
of concentration or of non-concentration on one or on both sides 
of the market. Even assuming that size distribution as crudely 
measured forecasts behavior, such a varied set of market organ- 
izations gives rise to a series of questions of which only a few 
can be explored here. 


Mass Distributors as Buyers and Suppliers 

The role of mass distributors as buyers is not shown solely 
by their size distribution; each of the following aspects of the sup- 
plier-mass distributor relationship potentially could have a strong 
effect on the cost of the goods they retail: (1) the multi-product 
character of mass distribution; (2) the mass distributors as pri- 
vate branders,; and (3) the mass distributors as potential entrants 
into the supplying industry 


(1) There is a marked asymmetry between the horizontal 
scope of products handled by the mass distribor and that offered 
by the typical supplier, a fact which may affect relative bargain 
ing power of these two parties. Whether it does depends on con- 
sumers' buying habits and the strength of their preferences for 
particular brands. In the case of ''shopping goods" - furniture 
and most clothing, for example ~- where brand preferences are 
not strong, the advantage should lie with the mass distributor, 
for he does not have to handle a particular supplier's product. Of 
a ditierent sort are such products as appliances, tires, batteries, 
etc., for which there are weli-known manufacturers' brands. But 
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such brands are rarely handled by mass distributors for reasons 
that would take too much space to explore here. The mass dis- 
tributors do, however, succeed with their own brands at times as 
will be seen under (2) 


This leaves the convenience good category, or products 
bought frequently and in small dollar amounts. Most consumers 
either buy a basketful of such articles at a time or habitually re- 
turn to.the same store. Each article bought is part of a joint de- 
mand for the service of retailing a variety of articles at one time 
or over a period of time. If the consumer does not find the arti- 
cle she expects at a type of store - shortening in a grocery store 
- or the brand she strongly prefers - Crisco - the quality of the 
retailing service is lessened in her view. She may go elsewhere 
unless the price differential is sufficiently attractive. 


This does not mean that a retailer of convenience goods is a 
mere order-taker. For many commodities consumers have no 
strong preference for one brand over several others and for some 
products, such as sugar, no brand preference at all. The manu- 
facturer of such a line is a beggar at the retailer's office and 
fights for preferred space and selling effort once he is admitted. 
Even a strongly preferred brand can be put on the bottom shelf 
and one with a longer margin at eye level. All such alternatives 
are more promising for the mass distributor, for he often can 
sell successfully under his own or ''private label. "' 


(2) In most commodity fields mass distributors put their 
brand on a wide variety of products as more or less a rountine 
matter, but their major economic influence is where differenti- 
ation (by the manufacturers) has been marked but can be eroded. 
Prior to that erosion, these cases are the epitome of textbook 
differentiation, whether the article be margarine or coffee or 
electrical appliances. But once the quality of such products has 
become generally satisfactory to consumers and an established 
part of the expenditure pattern of a large percentage of tamilies, 
they are ripe for the "A&P" or ''Sears" treatment This involves 
purchasing (or manufacturing) the goods at an efficient operator's 
factory cost plus a few percentage points profit, placing the dis- 
tributor's brand on the goods, and reselling the articles ona 
margin about equal to or perhaps above that actually obtained by 
independent retailers on manufacturers’ brands. 


The resulting retail price of the distributors' brand runs 
from as little as five to as high as ten or even fifteen per cent 
below that for well-known manufacturers' brands. Under the con- 
ditions specified, consumers flock to the low-price mass retailers' 
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brands. Herein lies most of Sears' (and to a lesser degree other 
companies') influence on prices of appliances and tires and auto 
accessories and of A&P's (and other food chains') effect on coffee, 
margarine and (quite recently) on frozen orange juice and instant 
coffee. This is clearly a dynamic process and one which has had 
a marked effect on the eleasticity of the revenue curves of manu- 
facturers 


While this private branding role has been powerful for a sub- 
stantial number of commodities, and of lesser influence for a 
larger number of other articles, it has had only nominal influence 
on cigarettes, candies, cosmetics and drugs generally. The fac- 
tory cost-retail price spread for these articles invites the treat- 
ment sketched above. But no such successful private branding 
move has been made either because no type of mass distributor 
has a large enough stake in the commodity - this may be the situ- 
ation in cigarettes - or, more likely, because the consumer can- 
not be wooed by the price differential that is feasible. 


(3) Except in the type of case just considered, the mass dis- 
tributor is a potential entrant into the supplying industry for in 
doing so it would have two advantages over most new manufactur- 
ers: (a) The mass distributor provides a ready-made reseller de- 
mand and merely by displaying the products under its own brand 
can move a large volume. (b) The mass distributor can supply 
sufficient capital to build a plant of efficient size 


Beyond that, the operating costs of the mass distributor's 
plant are often affected favorably by the limited product line it is 
called upon to manufacture compared to that autonomous suppliers 
ordinarily find it necessary to offer. In part, this is possible be- 
cause mass distributors usual!y sell a smaller variety of items in 
a product line. Often, in addition, the owned plant makes a still 
narrower range of items and the mass distributor turns to inde 
pendent sources for small-voilume items in the product line 


Actually much of what full entry would accomplish can be at- 
tained by steps short of owning and operating manufacturing 
plants. The mass distributor may buy raw materials and con: 
tract for their processing into consumer goods. Or the same may 
be done on a cost-plus contract with a manufacturer which may 
cover a period long enough to amortize the supplier's investment 
in special equipment. .These are the various degrees of entry 
which the mass distributor can execute whenever the supply situ- 
ation is unsatisfactory 


Monopoly may or may not be-the source of that dissatisfaction 
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Many of the food plants owned by chain food stores are in such 
competitive industries as jams and jelly manufacture. Depart- 
ment store chains own or develop sponsored suppliers of some 
furniture and apparel items. Either the supplying industries are 
inefficient or significant economies can be obtained by vertical 
coordination through ownership. Other cases such as in bread 
baking, are composite of local market oligopoly, of an outmoded 
distribution method, and of union influence on wholesale distri- 
bution costs. Still others represent genuine monopoly of the sort 
which forced Sears and Wards into their early manufacturing ven- 
tures. 


Regardless of the reason, wherever the product is important 
in volume and the prevailing margin between the costs of efficient 
manufacturing and retail price is inviting, the chains are ina 
position to move in. Their failure to do so is prima facie evi- 
dence that the supplying industry is competitive and efficient 
That is, this conclusion is valid unless the product is unimportant 
or consumers are so strongly wedded to established brands that 
a large volume cannot be sold advantageously under a distributor's 
brand. 


Mass Distributors as Resellers 


Much of what is written about competition in retailing misses 
the point about the mass distributors as sellers. There is, of 
course, the locational advantage of particular stores, but is is 
small because oj the increased mobility of consumers as pur- 
chasers, Furthermore, it is a characteristic of independent stores 
as well. 


The real issue is whether the revenue curve of the typical 
outlet of a mass distributor is sloped significantly because of con- 
sumers' preferences for that company's outlets. This seems un- 
likely given the price appeal basis of competition, which places 
mass distributors at the most competitive end of a continuum of 
retailers offering different combinations of product quality and 
price. Adelman in the preceding paper comes to this view, but 
only after reviving for a moment Chamberlin's view of smaliness 
and waste in distribution. Added considerations include the mass 
distributors' invasion of each others' markets and the rather 
favorable entry and expansion possibilities for small operators 
in the multi-product distributive trades. The latter has been aid- 
ed by the success of small retailing firms in developing group 
buying or cooperatively-owned wholesale organizations which, to- 
gether with other steps taken as retailers, enables them to ac- 
quire a production function and offer a type of retailing service 
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which approaches that ot the mass distributors. Finally, and 
overriding the preceding considerations, is the distinctly inelas- 
tic marginal cost curve of all types of retailers at volume rates 
in nerghborhood of those planned, a fact which makes each seller 
sensitive to loss ot volume 


Cost pressure ot this sort 1s more apt to affect prices when 
one recognizes the impediments to conjectural interdependence 
among mult:-product retailers. That such conjectural interde- 
pendence must be appra:sed is indicated by the fact that concen- 
tration at retail in part:cular urban markets is far higher than for 
the nation as a whole This is most evident in food retailing. In 
1948, tor exampie, A&P sold more than 40 per cent of the food- 
store volume :n 23 cit:es and more than 20 per cent in 102 other 
cities But even tren conjectural interdependence would be in- 
hibited tor the product which is a variable composite of the com- 
modity and its brand, of the reputation of the store, and of the 
service it otiers t -s ditticult to conceive of conjectural inter- 
dependence as 2 Sign-iicant restraint on altering the variable com- 
ponents oi t! rodiuct even :f it were effective as to price. 
Second, w:; > stores selling hundreds of commodities and 
thousands of ‘tems. on any cne of which the margins may be var- 
as a bus-ne pettng de: ice, the difficulties of conjectures 


as to w' at rivais will do, and the opportunities for independent 


action are 


1 have been reviewed here point toward 
the conclusion t*eat wheth mass distributors buy as oligopsonists 
or not, tney resel! in es: ally competitive markets. Strengtt 
is added to suc -onclusion by Adelman's view (in the preceding 
paper: of the reta.ier's ¢ uct as a retailing service for a broad 
category ci goods ice as the store-wide gross margin. 
But neither what has said \ere, nor in the preceding papers, 
constitutes adegua lemonstration of the shape of the individual 
mass revenue In the later discussion, never 
theiess, the assumption is m > that the curve in the moderately 
long run 3s not tar irom ‘:nrizontal) 


oly or Competition? 
is no wel) articulated theory of bilateral oligopoly, 
on bilaterai monopoly must be drawn on for guidance 
ites t-at the level of price to the final buyer, and 
ision of prot:ts between the monopolist (supplier) and monop- 
distributor; will be influenced by the elasticity of the sup- 
‘s marginal cost curve, the elasticity of the marginal value 
‘uct curve oi tre distr?buter buyer as a reseller, and the rela- 
barga:n'ng power of the protagonists. No stand is taken here 
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on the first ofthese. Whether the distributive buyer has the bar- 
gaining advantage or not, his marginal revenue curve - the unique 
component of his marginal value product curve - is assumed to be 
so-elastic that he tends to compete away his gains to the benefit 

of consumers. Where the bargaining advantage lies in markets 
that are properly denoted, oligopolies depend on a variety of cir- 
cumstances that can best be identified by use of the following 
categories of market types: 


(1) Oligopoly-like supplying industries selling to generally 
less oligoposony-like mass distributors These are the markets 


in which bilateral oligopoly influences on the prices which mass 
distributors pay their suppliers are most likely. But the above 
analysis suggests that two major sub-types should be identified: 


(a) Those for which the mass distributors cannot develop 
a route around the demands of the suppliers. The obstacle may 
be the strength of consumer preferences for manufacturers' , 
brands which would inhibit private branding by the mass distri- 
butor; that there is no small-firm fringe of the supplying indus- 
try from which to buy, or that the product is not important enough 
for the mass distributor to become his own supplier. 


Under these circumstances the bargaining advantage appears 
to be with the suppliers. Beyond the considerations just cited, 
which weaken the mass distributors' bargaining power, it seems 
probable that in a number of the supplying industries there is 
distinctly more concentration and similarity of interest of sellers 
than in the corresponding distributive industry. 


To the degree that mass distributors' buying prices are above 
the competitive level in such cases, this does not mean a more 
than proportionately higher retail price. On the assumption that 
mass distributors' margins are at the competitive level, they 
could only ''pass through" oligopolistic influences on the cost of 
goods resold. 


(b) Those for which the mass distributor can escape the 
demands of oligopolistic suppliers. Among the methods of doing 
so is that of buying from a small firm fringe of the supplying in- 
dustry, that of buying from oligopolists at discriminatory prices, 
but placing the mass distributors' brand on the goods, or inte- 
grating into the supplying industry. 


in this type of situation the bargaining power of the mass dis- 
tributor exceeds that of the supplier because the assymetry of 
breadth of commodity coverage strengthens the multi-product 
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mass distributor's hand. It makes little difference whether one 
concludes that the opportunities for going around the oligopoly 
really mean that the supplying industry is really not in fact oligo- 
polistic, or that the fear of entry or actual entry holds down the 
obligopolists' prices. The result, particularly where private 
branding is successful, is probably a competitive price to the 
mass distributor, (or even lower as will be seen in a moment. ) 


When the mass distributors have superior bargaining power, 
whether viewed as the outcome of a bilateral oligopoly or of these 
distributors' individual ability to award or take away a sizeable 
increment of a supplier's volume, the stage is set for discrimi- 
natory prices. In the absence of effective legal restraints - such 
prices are the major target ot the Robinson-Patman Act - or of 
such a degree of disappearance of the so-called independent sec- 
tor of the distributive trades that manufacturers' super-compet- 
itive profits on sales to them no longer counterbalance the low 
margins on sales to mass distributors, there could be a more or 
less enduring price structure favorable to the mass distributors. 


(2) Oligopoly-like supplying industry and competitive-like 
distributive trade. Potentially the results of such a market is 


more like that of (1) (a) than of (1) (b); the supplying industry can 
obtain prices above the competitive level but the distribution is 
done on a competitive margin. The resulting differences in re- 
tail prices would reflect only the diiferences in the cost of ren- 
dering differing qualities of retail services. But such a conclu- 
sion would be extreme, for such oligopsony-like buyers as mass 
distributors are more apt to and should be more successful in 
paring oligopolistic suppliers’ prices than would a competitive 
buying trade. And of course the conclusion that mass distributors 
resell at a competitive margin may be invalid, but at most only to 
a small degree 


It is true that the retailer-owned cooperative organizations 
attempt some of the methods outlined under (1) (b) for escaping 
the level of prices charged by oligopolistic suppliers. To the ex- 
tent that they succeed, they move toward category (1) (b). Itis 
the author's judgment that they have not yet been as successful) in 
such moves as have the large mass distributors 


(3) Competitive-like suppliers selling to oligopsony-like mass 
distributors, The major issue with respect to markets of this 
sort is whether mass distributors are able to buy discriminatively 
and, if so, whether consumers benefit correspondingly. Under 
the assumption made earlier as to competition among sellers, 
discriminatory buying prices obtained by mass distributors would 
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be reflected in retail prices. In the longer run consumers would 
lose only if the reduction of volume by the smaller-scale retailers 
were to bring about such concentration among mass distributors 
that the assumption that they resell ina CoMatEee market would 
become untenable. 


Most manufacturing industries experience, however, periods 
of general excess capacity and much of the time some firms would 
like to sell more at the prevailing price. There is enough imper- 
fection in these markets that (uniform) prices are not driven down 
along the marginal cost curve and opportunity for a price discrim- 
ination exists. The likelihood of such discrimination is augmented 
by the size of orders that particular informed buyers can place. 


But adjustments in the capacities of the supplying industry - 
facilitated, of course, by a rising level of demand ~- should elimi- 
nate such opportunities in time. If suppliers' profits are below 
the level necessary to induce investment, the capacity should fall 
relative to demand. Or if disc riminatory prices are given some 
sellers, the movement of investment in a competitive industry (but 
not necessarily in an oligopoly) should be toward selling in the 
more profitable market segment and vice versa. Consequently the 
supply sources for buyers who had been getting discriminatory 
prices should dry up. 


(4) Competitive-like suppliers selling to competitive- like dis- 
tributive trades. This category is listed era to round out the 
picture. It-does not involve the issues to which this paper is 
addressed 


Only with respect to one oi the above categories does the bi- 
lateral oligopoly framework assist analysis materially. It was 
not designed, of course, for categories (2), (3) or (4) because in 
each of them at least one side of the supplier-distributive trade 
market is competitive by definition. In category 1{a) where the 
mass distributor is not able to escape the demands of suppliers 
the bilateral oligopoly framework focusses attention on the signii- 
icant variables. These are the effect of relative bargaining power 
on the mass distributors' invoice costs, and of the elasticity of 
his marginal revenue on the size of his distributive margin. It 
might seem that in (1) (b) where bargaining power is reversed, bi- 
lateral oligopoly theory would be useful. But not only because of 
the embryonic state of that theory, but also because an expanded 
theory of competition would be distinctly adequate, the latter is to 
be preferred 


What is required and effective in such cases is to expand the 
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concept of competition beyond that of mere price and output ad- 
justments for a given product in a market with a given organiza- 
tion. Not merely is the product a variable, historically and for 
tactical purposes, but.the organization is also. Indeed, the 
adaptability of organization to profit opportunities has been unique- 
ly important with respect to the distributive trades and their re- 
lation to, or participation in, the supplying industries 


All of this opens a large area of research. Where estimates 
of the significance of types of organization or of results have been 
given above, they are based on far from satisfactory data. For 
that reason, and because the validity of the assumption as to the 
elasticity of these mass distributors’ revenue curves has not 
been demonstrated, no estimate was made of the net effect of 
mass distributors on retail prices. Testing that assumption will 
require appraisal of the whole spectrum of differing retail ''pro- 
ducts" and of the cross elasticities of demand and of supply among 
them, particularly when those elasticities are viewed over a 
period long enough for organizational changes to be effected. 
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DISC USSION 


Frederick E. Balderston 
University of California 


In this interesting paper, Professor Heflebower consults the 
familiar checkpoints of economic analysis and concludes that as 
a framework for examining mass distribution, bilateral oligopoly 
will not do. What we need instead is a ''generalized concept of 
competition'' with plenty of Marshallian blurred edges. 


Available measures show that degrees of concentration on 
either the manufacturing supplier or the mass distributor side of 
a national market are not great. But concentration ratios are not 
enough to settle the issue as to how business entities will act, and 
the discussion thus turns to specific modes of mass-distributor 
behavior, both on the buying and on the re-selling side 


Bilateral oligopoly theory has not yet been worked out, and 
it required courage on Professor Heflebower's part to outline a 
few determinants of a putative theory, and then to seize upon rel- 
ative bargaining strengths as the one determinant which can indi- 
cate whether the theory would be helpful, it the theory did exist 
Professor Heflebower's negative conclusion stems from (1) the 
probable infrequency of collision between a group of oligopolistic 
manufacturers and a group of oligopsonistic distributors in cir- 
cumstances where the relationship must be a tight one, and (2) 
the character of bargaining responses (verging, he says, on com 
petitive results) wherewer there is such collision 


The latter conclusion is based upon the supposition that bar- 
gaining advantages generally lie with the mass distributors, and 
that their revenue tunctions, with respect to varying margins, 
will be elastic 


I hope that despite Professor Heflebower's gloom, theorists 
will not cease work on oligopoly, even bilateral. Our chief in 
terest here, however, is to consider the implications of Professor 
Heflebower's positive suggestion -- namely, ''generalized 
competition" 


The analysis has four critical stages 
(1) the manufacturer's resources, objectives, and modes 


of behavior toward competing manufacturers, intermediary firms, 
and ultimate consumers, 
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(2) the mass distributor's resources, objectives, and 
modes of behavior toward competing distributors, manufacturing 
suppliers, and ultimate consumers; 


(3) the vertical relationships, or marketing channels, 
which have a multi-variate character; and 


(4) the behavior of consumers in the mass 


I shall not discuss the last of these, although much of the 
problem clearly turns on the nature of consumer responses: de- 
grees of loyalty to product brands or to the distributor's service 
name; degrees of imperfection of the market (both ignorance of 
immobility, and segmentation of the market on other grounds 
such as income-class or group tastes and mores. ) 


Some comments are in order, however, concerning stages 
(2) and (3). The mass distributor probably faces an oligopoly sit- 
uation in respect to some activities and a more-or-less purely 
competitive one in respect to others. For example, there appears 
to be considerable conjectural variation and jockeying for position 
in the race between big operators for the best new store sites in 
expanding portions of metropolitan markets. 


So tar as aggressive promotional and pricing actions are con- 
cerned, there may be no oligopolistic sensitivity to the prices of 
particular goods, but much more sensitivity to the total amount of 
price pressure exerted (as measured by the proportion of price- 
reduced "specials" to total sales), to the total size of the local 
advertising budget, or to the use of such promotional weapons as 
trading stamps. Furthermore, the mass distributor's behavior 
depends not only on the "objective" situation (number of "'close"' 
competitors) but also on how internal strains and conflicts are re- 
solved within the organization 


Conilicts often arise between groups of functionally special- 
ized executives, e.g., between physical distribution executives 
and merchandising men. For display and other promotional rea- 
sons, the merchants may favor large retail units and the holding 
of correspondingly large inventories at the retail level, whereas 
physical distribution men will point to the economies of holding 
stocks in intermediate warehouses and of restocking retail units 
according to notions of efficient physical commodity-flow. Simi- 
lar conflicts may arise over the broadening of assortments, the 
operation of ''captive'' manufacturing facilities, and many other 
issues. Fundamentally, these difficulties arise from differing 
conceptions of the true tasks of the organization, and they result 
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in power-struggles over priorities, criteria of performance, and 
assignments of responsibility. How these issues are resolved, 
in respect to each sub-set of activities, helps to determine 
whether the mass distributor will act as a pure competitor or an 
oligopolist in respect to that sub-set of activities. 


Professor Heflebower's concept of generalized competition 
is also hard to apply to the analysis of marketing channels. The 
appeal of bilateral oligopoly, in this connection, is that it stress- 
es conscious interaction between participants. But it implies in- 
teraction with respect to a single maximizing criterion, and with- 
out hope of escape from the interaction. Many descriptive studies 
have pointed to the loyalties and conflicts, behavioral rigidities 
and adaptations, that make for the maintenance, piece-meal re- 
form, or breaking apart of a channel arrangement. There is, 
however, real need for theoretical exploration of marketing chan- 
nel relationships. The group of business entities involved in a 
marketing channel form a quasi-organization. What forces de- 
termine the total work-load of the channel, the relative impor- 
tance of different functional types of activities in the work-load, 
and the allocation of work-load and functions among the business 
entities that are members of the channel's quasi-organization ? 
What explanations can be found for the various types of domi- 


nance~ subservience relationships to be found in marketing chan- 
nels? Finally, what determines the outcome of competition be- 
tween alternative channel arrangements? 


These examples seem to me to bespeak a need for models -- 
and for substantial empirical effort -- going beyond the normal 
range of economic analysis. Understanding depends on theorizing 
and testing theories, but the framework within which to construct 
theories ~~ that is, the identification of the variables that count 

is well worth continued debate 
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PAST, PRESENT AND FUTURE ROLE OF TEACHERS 
IN THE AMERICAN MARKETING ASSOCIATION 


Charles W. Smith 
National President, American Marketing Association 


When Bill Davidson first approached me about the possibility 
of arranging this panel session, I agreed to participate at once 
because I can think of no subject of any greater consequence to 
the future growth and development of the Association than the role 
of our teacher members in its affairs. 


Although I am appearing here in my capacity as national 
president, the views I shall express should not be construed in 
any sense as the official point of view of the Association. Be- 
cause of the diverse interests of our membership, it would be 
presumptuous of me to attempt to speak for all of our members 
without a great deal more research than I have been able to under- 
take since accepting this assignment. 


As you know, I have made an effort to obtain the consensus 
of our teacher members on a number of key questions by means 
of a direct mail survey. I shall refer to the results of that opin- 
ion poll where they are appropriate. The greater part of what I 
have to say, however, is not based on statistics, but rather on 
personal observation and reflection, and on a number of discus- 
sions that I have had with teachers and non~-teacher members dur- 
ing the four and one-half years that I have served on the Executive 
Committee. 


During this period, it has been my good fortune to work 
closely with a number of outstanding teachers while serving on 
the Executive Committee and the Board of Directors. And during 
the current year, I have met many other outstanding teacher mem- 
bers as I have gone around the country visiting local chapters in 
my capacity as national president. I have taken advantage of every 
possible opportunity to talk with teachers about the Association's 
program to find out specifically what they think should be done to 
make membership in the Association more attractive to teachers. 
While a number of teachers have expressed grave concern to me 
over the direction in which the Association has been moving in re- 
cent years in its expansion program, the overwhelming majérity 
have indicated their intention of continuing as members of the 
Association despite their criticisms of its policies or programs 
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In support of this conclusion, three out of five teachers who re- 
plied to my recent questionnaire indicated that they have no ques- 
tion about whether or not they were getting their money's worth 
from their membership in the Association 


At the same time, a number of criticisms of the Association 
were voiced even by those who expressed general satisfaction 
with the over-all program of the Association. Before this ses- 
sion is concluded, I am sure that we shall hear a number of con- 
structive suggestions for meeting the criticisms that I have had 
called to my attention. In the time remaining to me, therefore, I 
should like to turn to the specific subject on which I was asked to 
speak, the role of teachers in the Association 


First, let me say that I feel very strongly that the Association 
as we know it would automatically cease to exist if our teacher 
members were suddenly to resign ina body. By the same token, 
Iam convinced that the teachers would do themselves a great dis- 
service were they to withdraw and form a separate organization 


In thinking about this whole question, it may be helpful to con- 
sider first what role the teachers have played to date in the Asso- 
ciation. As we all know, teachers have always been the backbone 
of the Journal of Marketing editorial staff. They have chairman- 
ned or helped to staff many of our most productive committees, 
including the vital National Conference Committee, the Definitions 
Committee and the Census Advisory Committee. They have also 
provided invaluable services to the Association as elected officers, 
both at the national and local chapter levels 


When the Association was first formed through the merger of 
two predecessor groups, teachers accounted for about half of the 
total membership. As the Association has grown, the proportion 
of teacher members has declined steadily to its present level of 
about 10 percent. Considering the tremendous growth of interest 
in the field of marketing - a result in large measure of the con- 
cepts and ideas planted in students by teachers of marketing - it 
is not surprising that the teachers as a group are now a relatively 
small segment of our membership 


On the other hand, mere numbers alone do not determine the 
extent of any group's influence in an organization like the Ameri- 
can Marketing Association. Rather it is the number and quality 
of ideas, the clarity and forcefulness of their expression, and the 
ability and willingness to do the work that must be performed by 
individual members that determine standing in any voluntary or- 
ganization like the Association 


y 


ADAPTIVE BEHAVIOR IN MARKETING 


Over the years, the teachers as a group have exercised an 
influence in our affairs out of all proportion to their numbers. 
And I see no reason for thinking that they should not continue to 
do so. If there are services that the teachers want the Associa- 
tion to provide, they should present their views in an organized 
way to the elected officers. Based on my own experience, I am 
sure the services will be provided if it is within the realm of pos- 
sibility. At the same time, teachers must be willing to grant to 
others in the Association the right to petition for services that 
may have little or no value to teachers. 


Here again it is a question of achieving a proper balance of 
interests to serve well every major segment of our membership 


Many of the deficiencies in the Association that have been 
called to my attention by individual members over the years exist 
simply because no one has taken the initiative to state a problem, 
define an objective, or propose a program. If the teachers as a 
group think the Association should be doing something in their in- 
terests, they should say so. And I might add, the replies to my 
recent questionnaire provide a number of very helpful suggestions 
as to what we should be doing to make membership in the Associ- 
ation more attractive to teachers. 


One of the most frequently raised issues is that the Associa- 
tion is tending to become a trade association. Frankly, I have 
been a little puzzled over what is meant by the term ''trade asso- 
ciation''. As one teacher put it, he feels that national meetings 
have featured talks of relatively little or no lasting importance or 
value and no attempt has been made to publish full proceedings as 
a matter of permanent record. To my knowledge this is the first 
time that this view has been so clearly expressed. If we can get 
the other issues that tend to divide us so clearly in focus, I feel 
contident we can take effective steps to reach a common ground of 
understanding as to how they can be resolved. For we are all 
dedicated to 'the advancement of science in marketing." 


We need, however, to achieve better communication regard- 
ing the ways of reaching our common objective. 


Now the question that naturally arises at this point is "how 
does a group within the Association express its views''? Frankly 
that is a basic problem of the Association to which we are now ad- 
dressing ourselves. Don Megathlin has submitted a preliminary 
report as chairman of the Interest Divisions Task Force - a group 
that I appointed earlier this year to evaluate a proposal submitted 
to the Board of Directors at Pittsburgh last June Essentially, 
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this proposal calls for the creation of interest divisions within 
the Association 


One of the primary reasons for this change in our organiza- 
tion structure would be to provide a more effective channel of 
communication between the elected national officers and the vari- 
ous major segments of the total membership, such as the teach- 
ers group. If we were to establish a Teaching and Basic Re- 
search Division, the elected chairman of this division would be in 
a position to speak for the teachers in an official capacity. He 
would automatically be a member of the National Conference Com- 
mittee. And he would have the authority to initiate polls such as 
the one I have just conducted to determine the views held by the 
members who have indicated an interest in his group. In this 
way, teachers would have a better way of focusing the attention of 
the Association on programs, policies and projects that they 
would like to see approved 


In effect, the present Teaching of Marketing .Committee is 
performing this function but its chairman is appointed by the 
President and not elected by the teachers. If the teachers as a 
group are dissatisfied with the chairman, they now have no way 
of expressing this dissatisfaction. Thus, the responsibility for 
selecting the chairman of the committee rests with the President 
who may not be sensitive to the wishes of the teachers as a group 
Nevertheless, even under our present plan of organization, it is 
possible for the teachers to rally around a leader and to provide 
him with the evidence he needs to make a case with the Board of 
Directors 


Ii teachers think the program content of the Association is 
not deep enough or broad enough, they should present specific 
proposals for revising our program to achieve the objectives they 
visualize. Frankly, recent administrations have had to devote so 
much effort to financial problems that they have not been able to 
spend the time or the money necessary to plan an expaneded pro- 
fessional program. Now, however, the picture is changing 


Two years ago, we initiated a study of the Jounal of Market- 
ing which has now resulted in the establishment of our first Pub- 
lications Policy Board. By the end of this year, we hope to have 
engaged the first paid Managing Editor of the Journal 


This year, we are taking a number of other steps to improve 
the quality and increase the scope of our program of professional 
activities. You have seen the new bibliography series that is be- 
ing edited so’ ably by Robert Ferber. We have also taken steps to 
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further strengthen our national conference programs, and to in- 
crease the number of worthwhile publications. A task force has 
been appointed to study the problems involved in establishing a 
Marketing Research Foundation. And we have conducted a sur- 
vey of the readers of the Journal 


All of these steps were taken as a result of specific proposals 
made to your officers by individual members. [I cannot stress too 
strongly the importance of concrete suggestions for program im- 
provements. We have no paid staff to suggest what we should do 
as in the case of a trade association. Unless members get ideas 
and then do something about them, nothing happens. In other 
words, our Association program is no better or no worse than our 
combined efforts make it. 


So tar I have been talking about what the Association can do 
for teachers. But since this is a professional society and not a 
trade association, it seems to me appropriate to turn the coin and 
talk tor a tew minutes about what teachers as a group can do to 
help build an even stronger and better Association 


First, it seems to me that the teachers should accept even 
greater responsibility tor recruiting new teacher members of the 
Association. There are no statistics available on the number of 
marketing teachers who are potential members, but I have reason 
to believe that some teachers of marketing do not belong to the 
Association because they have never been asked to join. As a step 
in this direction, Professor Lewis Manhart has been appointed to 
the National Membership Committee to be responsible for develop- 
ing a campaign to solicit new teacher members. 


Second, it seems to me that many teachers might become bet- 
ter informed about the costs of running the Association. Many 
seem to think that we should ofiter more publications without 
charge and cite the example of the American Economic Association 


as a standard for emulation 


Without attempting to draw comparisons between the programs 
of the two groups, analysis of the A. E.A. operating statements 
indicates that a large share of their expenses is covered by income 
from a sizable investment trust fund. Since we have no compar- 
able source of revenue our financial policies must necessarily dif- 
fer from those of the A. E. A 


During the three years I served as national treasurer, I was 
responsible tor recommending many of our present financial poli- 
cies. JI installed a budgetary control system of accounting, initi- 
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ated the first time study of our central office procedures, advo- 
cated the purchase of modern business machines to cut our record- 
keeping costs, and helped to plan the move to our present quarters 
in downtown Chicago. All of these policies were adopted with the 
full approval of the National Board of Directors on which teachers 
have always been well represented 


Undoubtedly there are other ways of increasing the efficiency 
of our Chicago office operations. For example, we are currently 
installing a new IBM method of preparing our national roster. I 
can say with conviction, however, that 


1. We are conducting no activities that have not been ap- 
proved by the Board of Directors , 


2. We know what it costs to perform each function, either 
in terms of expense or hours of time 


3. We have a high-caliber efficient staff 
For these reasons, I believe our operating costs are as low 


as possible consistent with giving our members prompt, efficient 
service. 


Many teachers have told us they feel dues are too high. 


We all recognize that teachers as a group are not as well 
compensated as their counterparts in industry. Also, most teach- 
ers must pay their own dues. Perhaps it is time that we gave 
consideration to a basic adjustment in our dues structure that will 
make it less expensive tor teachers to belong to the Association 
However, the adoption of such a policy raises a number of serious 
questions. Many teachers with whom [ have talked think that such 
a policy should not be adopted. Others have suggested that it 
might be adopted on a selective basis primarily to assist young 
teachers who are just getting started in the field 


The fact that most teachers have renewed their membership 
in spite of the dues increase this year strongly suggests that they 
value their place in the Association. I am convinced that mem- 
bership in the Association can become even more worthwhile if 
we continue to provide greater leadership to the American econ- 
omy in the growing field of marketing. If we are to achieve this 
goal, however, we can no longer conduct our affairs on a shoe- 
string financial basis. Our new dues structure has provided us 
for the first time in our history with the funds that we need to 
finance an expanding program of activity. Not that we can afford 
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to be lavish in our expenditures. But barring the effects of fur- 
ther serious inflation, we now have the leverage in our dues 
structure to avoid the necessity for any further dues increase in 
the foreseeable future. With the normal growth in our member- 
ship, it is possible that we can expand the distribution of publica- 
tions on a no-charge basis. As our first step in that direction, 
we plan to make a copy of the new national roster available to 
every member without additional cost 


Third, it is my opinion that teachers as a group should be- 
come much more active at the local chapter level. I know many 
teachers who are active in their local chapters. On the other hand 
there are many teachers in chapter areas who do not even hold 
local chapter memberships. While there are many reasons, I 
know, for this situation, it is not a healthy one for the Association 
Lack of personal contact tends to breed disrespect. Association in 
a common undertaking, on the other hand, helps to build mutual 
understanding. The chapter that has a number of interested teach- 
er members is fortunate indeed 


There are, ot course, a tew local chapters whose policies and 
programs have been largely controlled tor years by their teacher 
members. In some instances, this stems from the fact that the 
chapters are in university communities where the potential for 
non-teacher membership is relatively low. In other instances, 
however, such chapters have failed to recognize the legitimate in- 
terests of potential non-academic members, and thus have failed 
to keep pace with the growth achieved by other chapters in areas 
of comparable importance. This merely emphasizes the need to 
achieve balance in our membership. For in those chapters where 
teachers are active members and where non-academic members 
are made to feel at home, the opportunities for profitable exchange 
of thinking are greatest. Ina real sense, this is an expression of 
the fundamental character of the Association - a welding of the 
theoreticians and the practitioners to the betterment of each group. 


more support to the student marketing club program of the Asso- 
ciation. This is a prime source of new members and a training 
ground for future Association leaders. In my trips this year, I 
have met a number of young chapter officers who got their first ex- 
perience in the Association as officers of their student chapters 


Student marketing clubs are no better than their faculty advis- 
ors. The national organization can provide help and aids, buta 
club will not even exist unless a faculty advisor takes the initiative 
to organize it. We should have both more clubs and more active 


Finally, it seems to me, that some teachers might well give 
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clubs. And this is the primary responsibility of our teacher 
members. 


Now in conclusion let me summarize briefly. 


1. The Association would not and could not exist in its 
present form if it had no teacher members. 


2. The influence exercised by teachers in Association af- 
fairs has always been out of proportion to their share of the total 
membership. This is a reflection of the fact that influence in an 
organization like the American Marketing Association is the re- 
sult of ideas that are well expressed and backed up by the effort 
required to put them into effect 


3. If the teachers think the Association can improve its 
operations, they should find a way to express their views as a 
group. The interest division proposal is an effort to provide a 
formal channel of communication between the elected leaders of 
the Association and the several major interest groups within the 
membership. 


4. The teachers as a group can make even larger contri- 
butions to the Association than they are now doing. We need more 
teacher members. We nged more happy, enthusiastic teacher 
members. We need more teacher members who are active in 
their local chapters. We need more faculty advisors for student 
marketing clubs 


The weiding of teachers and practitioners into one organiza- 
tion was basically sound. What this world needs today more than 
ever before is to find ways of applying theory to the solution of 
its practical problems. Practical men are dependent on theoret- 
icians for new approaches to old problems. 


We need to appreciate more fully the intrinsic value of our 
organization structure and to work more harmoniously together 
to make the American Marketing Association the most influential 
voice in the whole field of marketing. If we clearly see this as 
our common objective, we can become even more effective in the 
future than we have been in the past 
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DISCUSSION 


P. D. Converse 
University of Illinois 


The subject of this session is ''Past, Present, and Future 
Role of Teachers in American Marketing Association Activities." 
What of the past? This organization dates from 1915 when Walter 
Dill Scott called a group of advertising teachers together. This 
grew into the National Association of Teachers of Marketing and 
Advertising, which had both teachers and practitioners as mem- 
bers. Later the word Advertising was dropped. In 1931 Nat 
Barnes organized a group of marketing practitioners, most of 
them in New York City, with the blessing of the Association. This 
grew into the American Marketing Society. The two groups were 
united in 1937 in order to unite the two journals. Since both as- 
sociations were small, the financial burden of two journals was 
heavy. At the merger meeting some predicted that the Associa- 
tion would eventually have 1,000 members. To this prediction 
someone else said: ''There are not 1, 000 people in the country 
qualified for membership."' Both the teaching of Marketing and 
Marketing Research have greatly expanded, especially since 1945. 
We celebrated our 25th anniversary in 1940. The history of the 
organization up to that time was published in the Journal in April, 
1941. 


Since 1937, certain differences in points of view have devel- 
oped. One obvious cause of friction is the repeated statement by 
some of the newer members that the Association started in 1937. 
That is purely a legalistic point of view similar to that found in 
Moody's financial manuals. No one here would say that the Great 
Atlantic & Pacific Tea Co. was founded in 1903 when it was incor- 
porated, We all say that it was founded in 1859. Why the insist- 
ence of such an unusual point of view by some of the AMA officers? 
The only answer I] have is that some of the younger members want 
to give the impression that the association was of no consequence 
prior to 1937. I recall at a meeting a few years ago the Associa- 
tion honored its past presidents by asking them to sit at the head 
table--but only the presidents since 1937. They gave the very def- 
inite impression that there had been no association before 1937 
Now it may have been that the head table was too small to accom- 
modate all past presidents. If so, a more practical method of se- 
lection might have been to say "'all past presidents who own dress 
suits, sit at the head table.'' I mention this incident because trivia 
like this show a point of view 


We got more from the Association in 1920's and early 1930's, 
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when the dues were $2 a year, than we have since. We had our 
annual convention without registration fee, we received copies of 
the papers turned in by their authors and copies of the Natma- 
graphs, directories of members were published from time to 
time, and we received much free material. Many companies 
were willing to mail out booklets, magazines, advertising folders, 
and the like to a few hundred people when they would not do so to 
5,000 people. Our dues were $2 a year. Prices have risen. 
This would equal somewhere from $3.15 to $4 today, depending 
on the price index used. Much valuable material appeared in the 
NATMAGRAPHS. (All available copies have been microfilmed 
and copies can be obtained at a nominal cost from the University 
of Illinois Library. ) 


A professional organization seems to operate under increas- 
ing costs. This is true for a very simple reason. A small or- 
ganization can operate with a non-paid secretary or with only a 
part-time secretary. Often a university or foundation will give 
office space, and perhaps some stenographic service. I recall 
that in the year I was president, the University cut my teaching 
load 25%. I had a part time student stenographer and a rented 
typewriter. Professors Barnes and Agnew were secretaries in 
those days, serving without pay, and the Association paid for that 
part of their stenographers' time devoted to Association work. 


Now it's obviously difficult for an Association of 5,000 mem- 
bers to operate in this way. The question is, do we get corres- 
pondingly more from the Association? My answer is that we do 
not. That is not the fault of any officer or employee of the Asso- 
ciation. First, as an organization grows we have to pay for a lot 
of work that formerly was done free; and second, as an organiza- 
tion grows, there is more cross hauling--conferring, meeting of 
committees, inter-organization correspondence, etc., etc. 
Boards of Directors and committees, necessary evils, become 
more important. In a simpler organization, between annual meet- 
ings matters were handled by the secretary or by the president or 
by correspondence between the two. Policies and overall pro- 
cedures were determined at the annual business meeting after 
consideration by the board of directors or committees. It is hard 
for a large organization to operate in such a simple manner. 


There is a feeling among the teachers that we are lost in the 
crowd and that we can't seem to do anything about the situation. 
Free and open discussion is denied us. This was true at Detroit 
two years ago and it was again true this year. A teacher said to 
me recently ''we vote against a raise in.dues but it does no good, 
we are lost in the shuffle.'' Perhaps this sense of futility is at the 
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bottom of the dissatisfaction of the teachers. 


What's the answer? There are two possible courses. First, 
to cut loose from the AMA and have our own Association, which 
we are large enough to do and publish a good journal. (There are 
probably between 700 and 1, 000 teachers of marketing and mar- 
keting is taught in several hundred colleges whose libraries would 
be subscribers). Second, to have a teacher organization within 


the framework of the Association. 


I have been asked more than once to take the lead in getting 
reforms or to set up a separate organization for the teachers. | 
have refused to take the lead in forming a separate organization 
for several reasons. If there were two organizations, I would 
want to belong to both of them and I would have to pay dues to both. 
Many teachers would be in the same situation. There are some 
advantages in size as it gives us considerable prestige and makes 
possible some things that a smaller organization cannot do. 


I hope and believe that our objectives can be reached in the 
framework of the American Marketing Association. In short, I 
favor the organization of a teachers' group within the framework 
of the Association. This group should elect its own officers, plan 
its own program, and carry its share of responsibility for pub- 
lication of the Journal of Marketing. It should set its own dues. 
The dues should be high enough to cover its cost of operation. It 
may be we could be serviced from the central office, or it might 
be possible to operate more economically from a separate office. 


Obviously this would require some changes in the constitution. 
When the changes are made we should specify that the board of di- 
rectors of the two groups have a joint meeting biennially or annual- 
ly. We should have a chairman of the joint board who should be 
rotated between the two groups in the Association. 


Enough of organization. Our president recently sent out a 
questionnaire in which he asked what the Association should do 
that it is not now doing. This was an excellent idea. However, 
he failed to ask what the Association is now doing that it should 
not be doing. This may be equally as important. 


What are some things that the Association should do? First, 
it should have lower dues for graduate students and part time as- 
sistants and instructors. These people are our future professors, 
marketing analysts, and managers of marketing research depart- 
ments. Part time graduate assistants and holders of fellowships 
receive from $700 or $800 up to $1800 or $2000 for 9 months. 
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Most of them are married and have families. That is not much in 
these days of high prices. They cannot attend conventions unless 
the conventions are very close to their schools. What does a 
graduate assistant or fellow get from a membership of the AMA? 
A subscription to the Journal. Yes, but he can read that in the 
Library. If he belongs to a local chapter, he pays dues toit. If 
he attends the June convention, he pays a registration fee. About 
the only thing that he gets is the satisfaction of feeling that he be- 
longs to the Association of his chosen profession. These assist- 
ants will be running this Association in 20 years. We should ob- 
tain their membership and good-will. These part-time assistants 
and instructors and graduate students should receive memberships 
for $2 or $3, just enough to cover a subscription to the Journal. 


I think the Journal might well be larger and that it should also 
publish the proceedings of the conventions. The proceedings 
should be published as volumes of the Journals and of the same 
size so that they can be filed together 


It has been proposed that the Association promote basic re- 
search and that it should sponsor conferences of middle and top 
management groups to discuss Marketing Policies and Market 
Organization. As now organized, the Association cannot under- 
take basic research. It has neither the staff nor the money. If 
it had the money, it might promote and farm out such research 
It might secure the cooperation of universities and foundations 
who would furnish the staff and bear part of the expense. My 
University, like others, has standard contracts to cover such co- 
operative research. Such contracts are very common in other 
fields. If this is the objective, then the problem of the Associa- 
tion is to raise the money 
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DISCUSSION 


Delbert J. Duncan 
University of California 


The merger of the National Association of Marketing Teach- 
ers and the American Marketing Society into the present Ameri- 
can Marketing Association was accomplished only after long and 
careful consideration both by the officers and members of the two 
organizations. Some officers of the teachers' group and many of 
its members agreed to the action with considerable reluctance, 
"viewing with alarm" any move that might result in submerging 
their major interests and endangering the benefits which close re- 
lationships had fostered and common interests had fertilized over 
more than a cecade 


In the years immediately following the formation of the new 
association, many of the early fears were largely dissipated. Its 
relatively small size, permitting close interchange of ideas and 
personal contacts, probably was responsible for this development. 
But the tremendous growth of A. M.A. in recent years, during 
which it assumed many of the characteristics of a marketing re- 
search trade association, necessitating a broader program of ac- 
tivities and consequently a higher dues structure, has served to 
lessen both the influence and the active participation of the teach- 
ers' group in the association's activities. Evidence of growing 
dissatisfacation of many teachers in the conduct of the association 
was present some five years ago when a policy committee was 
appointed under the chairmanship of the present executive direc- 
tor of A.M.A 


As a result of the work of that committee, of which I was a 
member, the association took action designed to recognize the 
important contributions which teachers had made and could con- 
tinue to make in furthering association objectives. Significant re- 
finements in organization were made and greater opportunity was 
provided for teachers' voices to be heard, but considerable work 
still needs to be done if we are to have a smooth-functioning or- 
ganization and a unified membership 


In this connection, I should like to offer the following sugges- 
tions for careful consideration by officers and directors of our 
Association; they are based on discussions with a small number of 
our teacher members 


1. That a committee of teachers be appointed at once by our 
President to make a complete survey of academic members to 
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ascertain their present attitudes regarding present policies and 
practices of the Association and to obtain suggestions for im- 
provement. 


2. That the report of such a teachers' committee, providing 
a factual basis for discussion, be presented in an open meeting of 
A.M.A. members either at the midyear or the end-of-year meet- 
ings in 1957. Such a meeting would provide interested members 
with the opportunity to express their ideas orally and serve '"'to 
clear the air'' regarding current problems. Officers of the Asso- 
ciation would find the meeting an excellent ''sounding board. "' 


3. That a whole-hearted attempt be made by officers of our 
Association to have more teacher members serve on important 
committees. For example, neither the national chairman nor any 
of the four assistant chairmen of the Membership Committee are 
teachers. Moreover, of the 39 chapter chairmen only two -- in 
Columbus, Ohio and Seattle, Washington, have university connec- 
tions. A better balance of non-academic and academic members 
is desirable in this and other committees if close relationships 
and mutual helpfulness is to be fostered. 


4. That greater care be given to program planning to insure 
discussions of the results of current research projects being car- 
ried on both by teachers and business men. Out-of-pocket meet- 
ing attendance costs are high for teacher members and must yield 
substantial benefits. Encouragement and opportunity must be pro- 
vided for younger men to contribute to the "advancernent of sci- 
ence in marketing.'' Assuming balanced programs of lasting value, 
provision should be made for their preservation in annual ''Pro- 
ceedings", which should be distributed to all members without 
charge. 


5. That a very careful review of our present publications be 
made. From the teachers' viewpoint, The Journal of Marketing 
probably represents the most valuable contribution of our asso- 
ciation and should be strengthened in every way possible. There 
is a vital need to develop scholarly ideas and the Journal is the 
appropriate vehicle. Certainly its editorship should be kept in 
the hands of academic educators of the highest standing and com- 
petence. Perhaps less money should be spent on our monthly 
bulletins and more on the Journal. 

6. That the established pattern of having secretaries of our 
association move up to the presidency in a very few years be elim- 
inated and nominations be made on the basis of real merit, schol- 
arship, and outstanding service to the association. The pattern 
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prevailing during the past 14 years and more has resulted in many 
outstanding scholars, recognized for their important contributions 
to marketing and who have served A. M.A. long and well, being 
"lost in the shuffle.'' It would be easy, but most unwise, to men- 
tion names and make comparisons. 


It is hoped that these few suggestions will be accepted in the 
spirit with which they are given. Much can be gained through a 
close and continuous relationship between business practitioners 
and teachers in considering problems of mutual concern. Part, 
at least, of present difficulties may be charged to ''growing pains"! 
but they must be met squarely and promptly if the well-conceived 
objectives of A. M.A. are to be achieved. 
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DISCUSSION 


H. H. Maynard 
Ohio State University 


Late in December, 1923, a group of teachers of Marketing 
met for dinner in the Hotel Washington. There was no program, 
and no great room was needed. In fact, one table was sufficient. 
Such men as Weld, Vaile, Converse, ''Nat Barnes", Clark, 
Beckman, McGarry and one or two others were attending the An- 
nual meeting of the American Economic Association and consti- 
tuted those of us who were "interested" in Marketing as a sepa- 
rate field. Similar groups had met after Christmas for perhaps 
four or five years. This was, however, this writer's first con- 
tact with other men in his field. This incident-unimportant in it- 
self-was perhaps a symbol of a greater idea, viz., that men with 
similar interests like to meet together and to learn from each 
other. That was the reason for the existence of the ''teachers 
group" then and perhaps it is still the reason for the existence of 
the American Marketing Association. 


An older person often tends to glorify ''the good old days" for 
he has forgotten the limits then existing. Yet it is asserted that 
perhaps the activities of the small group at its greatest perhaps 
two or three hundred teachers of marketing before the ''merger", 
served the needs of the academic group perhaps much better than 
they have been served at any time since. What, then, do teachers 
expect from a professional group? 


It is certain that they desire to have an annual opportunity to 
get together, partly because of what may be learned from pro- 
gram speakers, but even more because by so doing they have an 
opportunity to meet friends, to learn from "lobby" discussions 
and at informal meals as well as from formal program numbers. 
Programs might be printed after being read by "'title only" as is 
the custom of many learned associations. Yet much would be 
lost by new members who meet with and share the experience of 
older persons, and gain from informal conversation were there 
not an annual meeting. This is said in view of the difficulties 
which have recently come to the front when the teachers have, 
with hat in hand, and with bowed head, asked permission of the 
powers that be in the AMA for the right to meet together at 
Christmas. We have been told that the days after Christmas are 
the worst time of year for a convention, that we should listen to 
learned papers on technical research problems, and that perhaps, 
in short we do not know just what is good for us. As one board 
member put it in writing when this commentator was on the board, 
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"We have already paid too much attention to minority groups. It 
is time for us to forward the interests of the larger number and 
what we think is best.'' Such an attitude is, possibly, not com- 
mon among current board members but it is illustrative perhaps 
of the assumption by many of our officials that what is good for 
the AMA is good for the teachers 


Many years ago the problems of publishing two magazines 
forced the merger of two associations. Yet at that time some of 
us who foresaw certain problems which have since arisen were 
accused of limited vision because said they, we are living too 
much in the past. We were then afraid of what is today all too 
true, viz., the AMA has become a trade association, not a learn- 
ed society in the way that term is used to apply to the group of 
asociations now meeting in Cleveland. A national office, witha 
considerable staff, high rent expenses, and an assortment of all 
the equipment items necessary to operate the central office of a 
trade association, travel budgets for employed officials, and the 
costs of an association with local chapters together make neces- 
sary a large and increasing budget. It 1s predicted that this bud- 
get will constantly increase, Once we had an office in suburban 
Chicago. Today we must be in the loop because of convenience 


for the traveling members who, for reasons unknown to most 
teachers, desire to visit that office. The result has been and cer- 
tainly will be a regular increase in membership dues 


Let us look at the chapter phase of our operations. Doubtless 
chapters are desirable for the technical practioners of market re- 
search. They may also be for the teachers. It will never be ad- 
mitted by us that we cannot learn from others, that we are not in- 
terested in current research in marketing, and that we do not en- 
joy the social aspects of a good dinner in pleasant surroundings. 
Yet things must be looked at as relative. When to the cost of an- 
nual membership is added, the expense of such dinners, perhaps 
travel expenses to get to them, and the varying quality of many of 
the presentations, one may wonder whether the great number of 
teachers in cities and towns remote from chapters should be taxed 
for the benefit of a few who profit from chapter associations. We 
must remember that we teachers are a minority group-15 per cent 
I am told-of the AMA membership 


Teachers have for years expressed considerable dissatisfac- 
tion as to the editorial policy of the Journal. Too much space for 
technical research articles and not enough for articles on other 
areas of marketing has been the theme of many comments. Per- 
haps some progress has been made. Yet we need much more space 
for articles which may help the great number of teachers of ''Mar- 
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keting Principles'' to broaden their concept of non-research 
phases of the subject. 


Central office bulletins normally mean little to the active 
teacher. Notes of chapter meetings long since forgotten are not 
really stimulating. Nor are the articles which emphasize pro- 
motional activities of the president and the secretary. The place- 
ment section is of little value to either administrators or academ- 
ic position seekers. A real call for help from the academic area, 
if one should appear, would be lost in the great list of ''qualified 
research workers" now available, and so late in appearing as to 
lessen any value which might otherwise exist. 


It is apparent that what most of what has been said is direct- 
ed to the questions, ''What should be the place of a teacher ina 
trade association?'', ''How may academic marketing men gain 
from their association?,'' ''What is given to us as members of 
the American Economic Association, the American Statistical 
Association, the Farm Economic Association, and similar groups ?"! 
Their activities are truly representative of what those of us who 
have chosen marketing teaching as a career seek to get from this 
association. 


It is suggested that our interest might, at least in part, be 
recognized if the following steps are taken: (1) modification of 
the editorial policy of the Journal, (2) assurance that we may have 
annual conventions at Christmas time with suitable financial sup- 
port from the national office so that the very reasonable registra- 
tion fee, this time $3.50, may be continued in spirit, (3) support 
of this convention as a normal part of the activities of the national 
office, and (4) an assurance that annual dues may not be greatly 
increased. Many of us are truly troubled by the costs of the trade 
association aspects of the association as presently operating. No 
man at this speakers' table is not and should not be willing to pay 
doubled or tripled dues. But we are not representative of the 
scores of young men on the graduate student and lower academic 
ranks level, who, it is believed, may be forced to drop member- 
ship in this association unless the expenses incident to building a 
great trade association are somehow placed on those who benefit 
most and who almost always just initial a bill for membership and 
the expenses incident to a nice vacation in June, often at an in- 
teresting summer resort, for payment by the company's treasurer. 
If the services of the association to teachers can be made com- 
mensurate with value received, some of our current questioning 
may be lessened. 
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SPECIAL SESSION SPONSORED BY THE SUBCOMMITTEE 
ON THE TEACHING OF GENERAL MARKETING 
PROBLEMS RELATING TO THE FUTURE SUPPLY 
OF MARKETING TEACHERS 


INTRODUCTION 


Taylor W. Meloan, Chairman 
Indiana University 


Collegiate education for business faces a great challenge and 
opportunity for service between now and 1970. The challenge and 
opportunity stem from an upsurge in student enrollments which 
will reach unparalleled levels during the next few years. The 
huge increase in the age groups from which our students are 
drawn makes this growth in enrollments inevitable. Currently 
about 30 per cent of 18-to 21-year olds attend college. Business 
student enrollment is estimated to be 13 per cent of the total en- 
rollment in higher education. Even if this percentage is held 
constant, and assuming that 35 per cent of 18-to 21-year-olds 
elect to attend college during the next few years, annual enroll- 
ments in collegiate business programs will reach 135 per cent of 
their 1953 figure by 1960, 180 per cent by 1965, and not less than 
210 per cent by 1970 


Since many administrators and teachers believe that market- 
ing will be a more important area of study in the future than it is 
now, these enrollment projections are of great concern. What 
can be done to increase the supply of qualified marketing teachers 
if faculties are to expand in proportion to the increase in student 
enrollments? If faculties cannot be expanded proportionately, 
what steps should be taken to improve the teaching efficiency of 
those who will be available? The evening session of the A. M.A 
winter conference was held to discuss these important issues. 


Three members of the Subcommittee on the Teaching of Gen- 
eral Marketing conducted surveys to collect data pertinent to the 
theme of the session. Professor Donald L. Shawver of the Uni- 
versity of Missouri summarized the results of a survey to deter- 
mine student attitudes and opinions about college and university 


1. Faculty Requirements and Faculty Supply in Collegiate 
Business Teaching, 1954-1970, Report of the Committee on the 
Future Requirements of Trained Teaching Personnel (The Amer- 
ican Association of Collegiate Schools of Business, 1955), p. 6. 
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teaching of marketing. This survey uncovered viewpoints and 
misconceptions which may be helpful in discussing positively 
with top-quality students the advantages of a teaching career. 


Professor Vant W. Kebker of the Ohio Wesleyan University 
prepared and mailed a questionnaire to selected college and uni- 
versity administrators in order to learn more about their use of 
active businessmen as part-time teachers and retired business- 
men as full-time teachers of marketing. Businessmen were 
surveyed too in order to determine their willingness to teach 
marketing courses. The results of this study indicate the pos- 
sibilities for greater use of businessmen in helping to mitigate 
the teacher shortage. 


Since it is unlikely that there will be sufficient marketing 
teachers to meet the need between now and 1970, it was consid- 
ered desirable to discuss new techniques and methods to enhance 
teaching efficiency. Professor Francis A. Babione of The Penn- 
sylvania State University summarized proposals which have been 
advanced and experiments which are under way to achieve this 
goal 


This summary was followed by a panel discussion of the 
problems and issues raised in the papers. The panel consisted 
of Dean Ira D. Anderson of Northwestern University, Dean Paul 
V. Grambsch of Tulane University, Dean Richard L. Kozelka of 
the University of Minnesota, and Dean Clarence A. Kulp of the 
University of Pennsylvania, plus three representatives of the 
Subcommittee: Professor A. J. Alton of Miami University, Pro- 
fessor Ferdinand F. Mauser of Wayne State University and Pro- 
fessor Donald F. Mulvihill of the University of Alabama. Since 
the issues that were explored are not restricted to marketing, it 
was considered desirable to have as panel members administra- 
tors with professional specialization in several areas of business 
administration. The panel discussion was moderated by Profes- 
sor Robert J. Holloway of the University of Minnesota. 


STUDENT ATTITUDES AND OPINIONS ABOUT 
COLLEGE AND UNIVERSITY TEACHING OF MARKETING 


Donald L. Shawver 
University of Missouri 


Much has been said about the demand for marketing teachers 
in the near future when schools of business are expected to be 
confronted with much greater numbers of students. The supply of 
future marketing teachers to meet this unprecedented demand de- 
pends to a considerable extent upon the attitudes and opinions held 
by present students about college teaching. In order to gain more 
information about student attitudes and opinions, the Subcommittee 
on the Teaching of General Marketing surveyed 1, 006 students 
from ten different schools in late 1956. The Subcommittee wanted 
to discover students' opinions of the favorable and unfavorable as- 
pects of a career as a college or university teacher of marketing 


The technique used in the survey was as follows. A question 
naire was prepared, tested, and revised by Professor Taylor W 
Meloan, Chairman of the Subcommittee. Copies were mailed to 
the ten members of the Subcommittee who administered the ques- 
tionnaires to their students. Use of the questionnaire was restrict- 
ed to juniors, seniors, and graduate students at the ten institutions 
who have a primary interest in marketing. The 1,006 students 
were from the University of Alabama, Cornell University, Indiana 
University, Ohio State University, Ohio Wesleyan University, 
Pennsyivania State University, Miami University (Ohio), Univer- 
sity of Minnesota, University of Missouri, and University of 
Wisconsin. 


Each subcommittee memoer tabulated his questionnaires and 
mailed the results to Professor Donald L. Shawver who made the 
final tabulation and inierpretation of results. Five questions were 
asked on the questionnaire. All questions were ''free response" 
questions and the classification of replies listed below was made by 
members of the Subcomrnittee. The questions with the results were 
as follows: 


1. Have you ever discussed with anyone the possibility of em- 
ness administration? 


Sixteen per cent of the 1,006 students answered "yes." 


2. What do you believe are the advantages or favorable aspects 
of a career as a college or university professor of business admin- 
istration? 
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Per Cent of Students 
Who Mentioned 


PRESTIGE 37 % 

SA TISFAC TIONS 
Satisfaction of helping others 34 
Lifelong opportunity to acquire knowledge 19 
Desirable association with fellow teachers 10 
Opportunity to do research 10 
Opportunity to do consulting work 10 
Stimulating intellectual environment 9 
Satisfaction of doing something important 7 
Freedom of thought and expression 3 
Others pertaining to satisfactions 10 


WORKING CONDITIONS 


Short hours of work 17 
Long vacations 14 
Low pressure life, moderate pace 10 
Pleasant and enjoyable work 10 
You are your own boss 5 
Others pertaining to working conditions 10 
SECURITY 
Income is regular and/or adequate 14 
Can always find a job 9 
Job tenure is desirable 6 
Others pertaining to se-urity 15 


3. What do you believe are the disadvantages or unfavorable 


aspects of a career asa =ollege or university professor of busi- 
ness administration? 


Per Cent of Students 
Who Mentioned 


COMPENSATION 
Pay is too low in Teaching 68 
Can make more money in industry 15 
Inadequate retirement plan 8 
Income and merit not associated 2 


WORKING CONDITIONS 
Teaching is monotonous and uninteresting 18 
Teachers are restricted on ideas and 
thoughts 4 
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er Cent of Students 
Who Mentioned 
WORKING CONDITIONS (cont'd) 
Teachers are restricted in personal life 3 


PROMOTION 
No room for advancement in teaching 
Promotion is too slow in teaching 


TRAINING 
Training period too long and too difficult 


INTANGIBLES 
Teachers lose touch with practical affairs 
Teachers get into a rut and lose initiative 
Teachers not appreciated by society 
No prestige in teaching 


4. On balance, do you believe that you would consider favor- 
ably a career asa college or or or university professor of of business 
administration? 


Sixteen per cent of the students answered "'yes,'' 56 per cent 
answered ''no,'"' and 28 per cent answered ''don't know. "' 
However, of the 16 per cent who would consider teaching 
favorably as a career, only 10 per cent actually planned to 
enter the teaching field. This means that less than 2 per 
cent of the interviewed students plan to enter teaching. 


duties, ibilities, rewards, and perquisites 
of a college or univer sity professor of business administration in 


order to answer intelligently question #4? 


Fifty-six per cent of the students answered "yes. "' 


The findings of this survey are interesting if not conclusive. 
About one student in six had discussed the possibility of embark-~ 
ing upon a career in teaching business administration. About the 
same percentage of students considered a teaching career with 
favor, but less than two per cent of interviewed marketing students 
actually plan to go into teaching. About half of these are now en- 
rolled in graduate school. One undergraduate student of each 
hundred included in the survey plans to enter teaching. This is not 
indicative of an abundant supply of marketing teachers in the future. 


The aspects of teaching which appealed to students were varied 
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Prestige, which was at the top of the list, was mentioned by 37 
per cent of them in one form or other. This factor was followed 
closely by the satisfaction of helping young people, which was 
mentioned by 34 per cent of the students. Other things such as 
short hours and long vacations were mentioned by about one stu- 
dent out of ten. It might come as a surprise that one student out 
of seven mentioned income as a desirable factor. The fact that 
income was assured, certain, and regular was the usual theme. 
Security was mentioned by three students out of ten. Apparently 
job security does not have the strong appeal that one might sup- 
pose. One student did write, however, ''Professors are becom- 
ing scarce -- unlikely that you will be replaced unless you are in- 
tentionally doing a poor job and it becomes obvious."' 


In listing the disadvantages of a teaching career, students 
pulled few punches. Compensation was mentioned in one form or 
another on practically all questionnaires. ''Pay is too low in 
teaching'' was the usual expression and 68 per cent mentioned 
this. When interpreted with other mentions classified under 
compensation, the conclusion is that 8 out of 10 students believe 
teaching salaries are unattractive. Perhaps teachers have over- 
sold this popular idea. This is suggested by the fact that one 
student in four would like more information about the salaries 
that teachers actually receive. 


There were numerous other disadvantages of a teaching ca- 
reer visualized by students. Eighteen per cent of the students 
reported that teaching was uninteresting and monotonous work. 
The job itself just didn't appeal to them. On the other hand, one 
student out of ten listed the nature of the job as an advantage; 
these looked upon teaching as pleasant and enjoyable work. Only 
four per cent felt that teachers lack complete freedom of expres- 
sion in the presentation of ideas, but the fact that this was men- 
tioned at all seems to have significance. Another popularly held 
attitude among students is that ''there is no room for advancement 
in teaching. '' This would seem to indicate a lack of information 
on the part of students. Surprisingly, only 11 per cent of them 
mentioned the difficulty and cost of doing graduate work, and the 
necessity of a long period of apprenticeship. Perhaps this also 
was due to lack of information. At least one man stated that you 
would ''almost need a Master's degree to do well." 


It would seem that teachers have unwittingly created the im- 
pression that teaching is a sinecure. One student listed ''above 
average income -- short hours -- no work involved" as favorable 
aspects of a teaching career. Another wrote: ''good hours -- 
little work -- long vacations -- much idle time -- possibilities of 
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another job at the same time.'' Such somments were not isolated 
instances 


As one might expect, a minority of students rank teaching ex- 
tremely low in esteem. Wrote one: "'I came to college to get an 
education and expect to make more money and have more friends 
than a university professor.'' Another: "If a person was real 
business-minded, he would be working for himself or for another 
firm and would not waste his time teaching.'' Still another: 'Most 
are good enough to be working in industry -- so why aren't they?" 


Several remarks were amusing. One thought that it "usually 
takes a long time for a promotion to Dean of Marketing. '' Another 
wrote ''The classes are getting too big for one professor which 
brings up television which I am against.'' And one student was 
quite candid when he wrote: ''Low pay; lack of esteem among non- 
teaching adults, dead end job, never ending routine of class and 
testing schedules -- no opportunity for an ambitious person."' 


One possible way of mitigating the shortage of marketing 
teachers was.suggested by the survey. The data indicates that 
often student attitudes and opinions are based on misinformation 
and/or lack of information. This is true both for the favorable 
aspects of a teaching career and the unfavorable aspects. Pub- 
lication of accurate information about teaching careers by pro- 
fessional associations would help greatly to dispel students' mis- 
conceptions. In addition, teachers should take care not to sell 
their own profession short in discussions with students. If each 
reader of this report will explain the advantages of a career in 
teaching with a capable young man of his acquaintance during 1957, 
he will have made a worthwhile contribution to the cause of higher 
education. 


GREATER USE OF BUSINESSMEN AS MARKETING TEACHERS 


Vant W. Kebker 
Ohio Wesleyan University 


It is estimated that college enrollments in business will at 
least double, and may eventriple, from 1955 to 1970. 1 This 
prospective increase creates an obvious problem of securing 
enough fully qualified teachers to maintain the quality of colle- 
giate instruction in business subjects. There appears to be a 
good deal of popular enthusiasm for the suggestion that colleges 
should try to recruit more teachers of business subjects from 
the ranks of active businessmen. In October, 1955, the deans of 
collegiate schools of business discussed the possibilities of mak- 
ing greater use of businessmen at their Conference on Profes- 
sional Education for Business“ and concluded that this source of 
manpower should be utilized as fully as possible. The ''Partic- 
ipants Findings" as published in the proceedings of the conference 
indicated that there was considerable difference of opinion re~- 
garding the extent and manner that businessmen can be used as 
teachers Theretore, this study was undertaken to quantify the 
opinions of college administrators with respect to using business- 
men as marketing teachers and to find out from a substantial 
number of businessmen what their attitudes may be toward col- 
legiate teaching of marketing. The Subcommittee on Teaching 
General Marketing of the American Marketing Association, sought 
answers to these two questions by sending suitable questionnaires 
to both deans and businessmen as part of its study of problems re- 
lating to the supply of marketing teachers. The American Asso- 
ciation of Collegiate Schools of Business cooperated by sending 
our questionnaire to the deans of the member schools and it was 
also sent to the chairmen of departments that teach business sub- 
jects in schools that are not members of the AACSB. A different 
questionnaire was sent to marketing executives by requesting key 
men in the marketing or personnel divisions of various companies 
to help us get in touch with promising people in their respective 


1. John P. Lewis, ''The Need for Collegiate Business Faculty, 
1955-1970,"' Faculty Requirements and Standards in Collegiate 
Schools of Business, American Association of Collegiate Schools 
of Business, New York, 1955, p. 41 

2. G. L. Bach, ''Business School Faculties: Potential New 
Sources,'' Faculty Requirements and Standards in Collegiate 
Schools of Business, American Association of Collegiate Schools 
of Business, New York, 1955, pp. 118-125. 

3 pp. 15-16. 

4, Ibid. 
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companies, Usable returns have been re eived from 118 schools 
and 133 individuals employed by 12 department stores and 27 
other companies, predominantly manufacturing businesses 


Summaries of the responses to these questionnaires are pre- 
sented in two tables at the end of this report. Table 1 shows the 
replies of the educators and Table 2 gives the replies of business 
menand women. For the latter group, separate tabulations were 
made for the employees of department stores and the employees 
of manufacturing businesses, This separation was made because 
two department stores gave exceptional cooperation and secured 
returns from a wide cross-section of their executive personnel. 
The returns from other companies were far more selective. In 
all cases replies have come predominantly from people who pro- 
fessed an interest in college teaching 


Schools do not lack for experience in using businessmen to 
teach marketing. Eighty-one schools reported that they have done 
so. Seventy-seven schools reported that they have used active 
businessmen as part-time teachers. Twenty-three schools re- 
ported that they have used retired businessmen either full-time 
or part-time. This includes cases in which individuals with busi- 
ness experience have voluntarily withdrawn from business em- 
ployment in order to become professional teachers. Seventeen 
schools have used both active business people and retired business 


people 


With respect to the possibility of making greater use of busi- 
nessmen as teachers, 85 of the reporting administrators think 
that they can make greater use of active businessmen for part- 
time teaching, and 60 think that they -an make greater use of re- 
tired businessmen. However, most of the affirmative replies are 
qualified and show clearly that the respondents regard these as 
minor sources of the additional teachers that they will need 


Eighty individuals who responded to the questionnaire sent to 
business people indicated that they would be interested in teaching 
part-time while they are working. (See Table 2, Question 1 (a).) 
Fifteen respondents aged 51-65 said that they would be interested 
in teaching after they retire. (See Table 2, Question 1 (b).) These 
replies indicate that many people are interested in collegiate 
teaching of business subjects. There are three reasons why the 
percentages of respondents expressing interest in teaching mean 
nothing. First, the returns were very selective because few peo- 
ple bothered to fill out a questionnaire if they were uninterested 
Second, hypothetical question was asked, ''Would you be interested 
in teaching... '' Third, there is no effe tive way to determine by 
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means of a questionnaire whether or not any individual respondent 
would find a situation which would meet his desires and for which 
he would be qualified. Qualification for teaching could be judged 
in a questionnaire only by the respondents' academic training and 
job experience 


The questionnaire to businessmen was designed to find out 
whether or not interested people will be available on terms that 
fit the needs of schools. The answers from active businessmen 
indicate that they will continue to be used primarily for evening 
schools. Only 8 interested people indicated that they would be 
available during daytime hours. However 72 people said that they 
would like to teach classes in the evening. Tabulation of the num- 
ber of evenings that they will teach (Table 2, Question 7) and the 
distances they will travel (Table 2, Question 6) offer some com- 
fort to harrassed college administrators who may be forced to of- 
fer courses at night for lack of class rooms or teaching personnel 
during the usual daytime periods 


At this point a letter received from one company is relevant. 
The company declined to -ir-:ulate the questionnaire because it 
does not permit its employees to engage in outside activities, but 
suggested that it might arrange to release an employee for a se- 
mester to teach full time ina situation where such an arrange- 
ment would be mutually advantageous to the company and a cok 
lege. The comments of the two individuals who indicated that they 
would travel up to 200 miles for part time teaching indicated that 
they were thinking along the same iine. Over four-fifths of the 
respondents indicated that they thought teaching would enhance 
their abilities a° a business executive and contribute to their ad- 
vancement in business (See Table 2, Question 3.) If this is the 
ase, many businesses may find that releasing academically 
qualified men to tea-h tor a year can be a significant phase of 
their programs ior exe: utive development 


Business people do provide a source of teachers that can be 
ready upon relatively short notice. This is shown in their an- 
swers to the question, ''Do you think that you would need special 
preparation before starting to tea-h?' (See Table 2, Question 2.) 
Although nearly three-fifths of the respondents said ''Yes,"' the 

omments of most respondents indicated that the preparation 
would not be very long. Over one-fourth indicated that they meant 
self-study tor organizing the course, ranging from the preparation 
of an outline to a comprehensive review of the literature in the 
field. Almost one-fifth wanted instruction in teaching methods 
One in twenty wanted to be briefed about the policies and proce- 
dures of the school. Over one-eighth wanted a refresher course 
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to bring them up to date. One in twenty five indicated the need 
for formal schooling, ranging from one-semester at a graduate 
school of business to acquisition of a Ph.D. degree. 


Buciness people's expectations for academic rank or com- 
pensation do not create unusual barriers in most cases. Three 
fourths of those expressing intere t in teaching indicated that they 
would be satisfied with Instructorships or the noncommital title 
of Le-turer. Salary expectations varied from $8 per class to 
$2,000 per year for part-time tea:hing and from expense money 
to $12,000 per year for full-time tea:hing. Most people stated 
that they were interested in teaching as a service to young people 
and that monetary considerations would not be important 


Availability of businessmen a‘ter retirement is not quite as 
easy as the replies to Question 8 of the questionnaire suggest, 
even if we look only at the replies of people over 50 years of age 
For example, eleven out of seventeen interested men indicated 
that they would be willing to move. The somments on several 
questionnaires revealed that the respondents intended to move to 
a mild climate anyhow and might -onsider teaching if a suitable 
Situation became available in the vicinity. Comments regarding 
size of clacs (Table 2, Question 5) showed that many businessmen 
were expecting to avoid overwork by limiting the number of stu- 
dents they met. This tends to -onfirm the opinions of some deans 
who fear that retired men will not have the vigor to undertake full 
clas. schedules and -ommittee responsibilities. 


Deans were disposed to emphasize the a-ademic training, 
scholarly interests, and personal qualifi ations of businessmen 
hired for teaching. (See Table 1, Questions 2, 3, and 4.) Part 
of this emphasis may be attributed to the fact that an important 
factor in determining a college's academi- rating is the proportion 
of its faculty that have advanced degrees. However, the require- 
ment itself and the attitudes of the deans also reflect the fact that 
teaching is a skilled profession which has its own peculiar require 
ments for success. Thorough knowledge o° subject matter, skill 
in organizing and analyzing the subje:t matter, ability to motivate 
students and -ommunicate ideas are some of these requirements. 
Neither the attainment of ~ollege degrees nor successful business 
experience guarantees that a person will acquire all the requisites 
for effective teaching. In the opinion of the deans, the ideal mar- 
keting teacher appears to be a person who has both a doctoral de- 
gree and substantial business experience. Businessmen who have 
kept close contact with collegiate tea-hing appear to put about the 
same emphasis upon academic training as do the deans and pro- 
fessional teachers. One respondent who has taught evening classes 
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for many years explained that he plans to retire at 55 and become 
a full-time teacher. This example of early retirement by a man 
with proven interest and skill in teaching illustrates the manner 
in which businessmen can most effectively help colleges meet 
their prospective needs for more teachers. 


A number of business organizations have indicated that they 
are willing to subsidize the development of collegiate teachers of 
marketing and other business subjects. One member of this sub- 
committee suggested a scheme whereby a corporation could be 
certain that its contribution would produce a qualified teacher if 
the company has an employee with demonstrated ability and in- 
terest in teaching. The suggestion is that the company grant the 
employee leave to return to school and continue to pay his regu- 
lar salary until he earns his doctorate. At that time the employ- 
ee would severe his connection with the business and obtain a po- 
sition as a regular member of a college faculty 


TABLE l. 
SUMMARY OF REPLIES TO QUESTIONNAIRE 
SENT TO COLLEGE ADMINISTRATORS 


YES 81 
Retired businessmen employed as full-time 
teachers 
Active businessmen employed as part-time 
teachers 
Both 
Retired businessmen employed as part-time 
teachers 
Full-time teachers with previous business 
experience 
NO 34 


NOT INDICATED 3 


marketing teachers? 


Retired businessmen employed as full-time teachers: 
Good 
Good, if academically qualified and trained and 
have scholarly interests and broad experience 
Good, if carefully selected and employed in 
limited extent 


1. Have you ever used businessmen as teachers of marketing? 
3 
57 
17 
3 
2. What are your views about the effectiveness of businessmen as 
5 
4 
. 4 
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Not good, because they tend to rely on their 
experience and are not aware of the vast area 
of knowledge and literature of the field 

Only limited experience 


Active businessmen employed as part-time teachers: 

Good 

Good, if academically qualified and trained 

Good, if carefully selected for specialized courses 

Personal qualities must be appropriate 

Preferred for evening ~ourses 

Teaching professionals preferred 

Not good, too narrow in approach, not arranging 
the material into an integrated course 

Not good, weak in advising students and committee 
work because of the limited times they can 
devote to teaching 

Not good, too much shifting 

No answer 


Do you believe that active businessmen represent a promising 
pool of part-time manpower which you may use to augment your 
marketing staff during the next de:ade? Please elaborate. 
Yes 26 
Yes, but carefully selected, with good academic 
background, willingness to plan sound courses, 
judgment in setting high scholastic standards, 
and are employed in the field of their specialization 30 
Yes, but tend to rely too heavily on limited experience 5 
Yes, but only to a limited extent in evening courses 24 
No 9 
No, present problems of scheduling, meeting his 
classes, inferior teaching, etc 6 
No, too far away from big city 11 
More or less impossible due to the Association rule 
with regard to terminal degrees ] 
Prefer full time people with business experience 
No answer 2 
Do you believe that retiring businessmen represent a promising 


Or 


11 


] 


pool of full-time manpower which you may use to augment your 


marketing staff during the next decade? Please elaborate. 


Yes 
Yes, but in certain areas only 


12 
3 


30 
6 
11 
9 
3 
l 
5 
= 
l 
3 
4 
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Yes, if the retiring businessmen will first doa 
graduate degree in marketing before undertaking 


to teach 4 
Yes, if geographically in a favorable location and 

the man is not over sixty 3 
Yes, but college degrees essential 6 
Must have real desire to teach and work hard to 

adjust themselves 19 
A limited pool of manpower only 13 
No 18 
No, unable to help students analyze and reach 

decisions 9 


No, too far from their own academic backgrounds, 
many are past their prime for teaching, and 


less flexible than active businessmen 7 
No experience 6 
Not sure 11 
Difficult due to the Association rule with regard 

to pension and tenure plans l 


Potential pool of full time manpower, but often 
reluctant to do full time teaching for a full 


semester or academic year 1 
Only as part time, cannot retire one and hire another 4 
TABLE 2 


SUMMARY OF REPLIES TO QUESTIONNAIRE 
SENT TO MARKETING EXECUTIVES 


Employed by Employed by Total 
department manufacturing 


stores businesses 
Question 1. Would you be 
interested in teaching 
collegiate courses in the 
field of marketing? 
(a) Part-time ? 
Number of replies 86 47 133 
Yes 55 25 80 
No 28 17 45 
Do not know -- 3 3 
No answer 3 2 3 
(b) Full-time when you 
retire? (Tabulated only 
for respondents aged 
51-65) 
Number of replies 22 
Yes 7 8 15 


188 ADAPTIVE BEHAVIOR IN MARKETING 


Employed by Employed by 


department 
stores 
No 3 
Possibly 2 
No answer l 
Question 2. Do you think 
that you would need 
special preparation before 
starting to tea-h? 
No 33 
Yes 34 
If Yes, please state the 
preparation you think you 
would need. 
Self study to organize the 
course 15 
Training in methods of 
teaching 12 


Briefing about policies and 
procedures of the school 

Refresher course 

Formal schooling 


Question 3. Do you think that 
teaching would enhan<e your 
abilities as a business ex 
ecutive and contribute to 
your advancement in business? 

Yes 

No 

Do not know 
Total 


Question 4. What avademic rank 
would you expect if you joined 
a college faculty? 

(a) Full time: (Tabulated only 
for respondents age 51-65 
who answered favorably in 
Q. 1b) 

Instructor 
Lecturer 
Professorial rank 
No answer 
Total 


manufacturing 
businesses 


11 


16 


13 


Total 


44 
70 


11 


83 


3 
| 
l 2 
36 
= 31 
= 25 
-- 5 5 
8 7 15 
3 l 4 
50 18 68 
4 7 = 
55 28 = 
2 l 3 
5 2 7 
l 3 4 
9 8 1 
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Employed by Employed by Total 
department manufacturing 


stores businesses 
(b) Part time: 
Instructor 25 13 38 
Lecturer 20 5 25 
Proffessorial rank 3 5 10 
No answer 5 7 10 
Total a 28 83 
Question 5. What working con- 
ditions would you expect 
with regard to number of 
courses taught, size of 
classes, assistance in 
grading papers, classroom 
facilities, office accommo- 
dations, and other arrange- 
ments that are important to 
you? Tabulation reported 
only for maximum size of 
class: Number of students 
15 4 l 5 
20 7 2 9 
25 8 ] 9 
30 4 a 9 
35 5 l 6 
40 4 
45 - 
50 
Total 34 1] 45 
Question 6. How far from your 
present location would you 
be willing to travel for part- 
time teaching? 
Within city 15 4 19 
10 to 15 miles 8 3 1] 
20 to 25 miles 9 9 18 
30 to 40 miles 8 3 1] 
50 to 60 miles 5 2 10 
ly, hour travel 2 - 2 
1 hour travel 4 - 4 
2 hours travel l - ] 
150-200 miles - 2 


Indefinite or no 


answer 3 2 5 
Total 55 28 83 
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Employed by Employed by Total 
department manufacturing 
stores businesses 


Question 7. How frequently 
would you be willing to 
teach per week? 
Tabulated for part-time 
evening teaching. 

Evenings per week 1 

2 

3 

No answer 

Total 


Question 8. Would you be 
willing to move from your 
present residence in order 
to teach after you retire? 
Tabulated only for respond- 
ents aged 51-65. 

Yes 

No 

Do not know 
Total 
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is 4 19 
29 13 42 
6 5 11 
5 6 1] 
55 28 83 
4 7 11 
3 4 
2 - 2 
9 8 17 


IMPROVING TEACHING EFFICIENCY 


Francis A. Babione 
The Pennsylvania State University 


Today is something of an anniversary, because exactly ten 
years ago on December 27 and 28 a series of meeting in Pitts- 
burgh were concerned with the same problem of large numbers 
of students and a scarcity of instructors. Many good ideas were 
advanced, and the reports are worth reading again. Walter Gaw 
from the College of the City of New York was there to present in 
detail just how to provide for greater use of visual aids. In our 
Journal for January 1947 he restated some of these points and re- 
minded us that the Navy determined that students' learning was 
increased by 35 per cent, and retention was 55 per cent longer 
when audio-visual aids were used You may gather from this 
note that I will talk chiefly about the use of visual aids in improv- 
ing teaching efficiency, both the traditional types and the very 
"modern" use of television as a device for coping with the short- 
age of teachers. 


Before reporting on the survey made by our Subcommittee 
on the Teaching of General Marketing, I want to cite one experi- 
ment which demonstrated that good teaching can be done without 
any teaching at all--by the use of motion pictures alone. A group 
of science students at the secondary level was divided into three 
sections. One section was taught by conventional methods; a 
second section had only films and a study guide; and the third sec- 
tion did nothing but look at films available from standard catalogs 
Tests showed that the section with both films and a study guide 
achieved most; and the section viewing films alone learned nearly 
as much as those who were taught in the traditional manner. 


One moral here is that, apart from the-problem of large 
classes, we are not doing the best possible job with the tools at 
hand, The implications for teaching by television, which will be 
described subsequently, are equally apparent--students can learn 
well without personal contact hour by hour with the teacher. 


Use of Visual Aids in the Basic Marketing Course 

During May, 1956 we mailed questionnaires to one instructor 
in each ot 252 schools listed in the roster of the American Mar- 
keting Association. Usable replies were received frém 125 in 
dividuals. Approximately one-half (67 out of 125) of the instruc- 


1 Walter A Gaw, ''The Use ot Audio-Visual Aids in Teach- 
ing Marketing,'' Journal o: Marketing, january, 1947, pp. 237-242 
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tors made no use of sound movies in the priciples course during 
the spring term of 1956. It is noteworthy that there is little dif- 
ference between large and small schools, and state-supported 
schools make no more use of them than private schobols. 


We wanted to learn about problems in using these aids, so we 
asked about availability of equipment and operators. Nearly all 
schools have projectors available, but two-fifths of them do not 
provide operators. Lack of suitable rooms for showing or awk- 
ward arrangements for scheduling them are deterrents reported 
by thirty schools. All of the other suggested handicaps imply that 
instructors don't think that available films are worth the effort or 
bother. ''Lack of time, '' the most common alleged handicap, 
means that the teacher doesn't want to take class time for films, 
thus viewing them as less effective than his own teaching efforts 
To state it more directly, he simply isn't sold on visual aids. One 
man was more frank in saying that the handicap is "inertia, or 
ignorance of instructors, like me." 


We also asked the teachers to report their best supplement- 
ary class activity apart from tilms and blackboard work. The 
five types most frequently mentioned are outside speakers (by 51), 
field trips (by 37), tield or case problems (by 18), student debates 
(by 16), and reports or term papers (by 15). Prospective larger 
classes will doubtless curtail some of this useful supplementary 
work, but it might be noted that motion pictures may be an excel- 
lent substitute for a field trip 


Another question polled the group on the distribution of book- 
lets and other reprints supplied by manufacturers or trade groups 
Instructors using them are in the minority--61 do, and 64 do not. 
Material from the National Association of Food Brokers tops the 
list with 23 mentions, probably because they make it so very easy 
to order classroom quantities. A total of 24 sources were re- 
ported, so it is chiefly a matter of persuading ourselves that it is 
worth the effort 


Instructors reported detailed information on 36 films which 
they recommend, and which may be secured without rental charge 
Very few salesmanship films are included in this list, and the 
variety of topics covered is impressive. One of the most com- 
prehensive lists of business films is the catalog supplied by the 
City College of New York. Films ordered through them are sub- 
ject to a small handling charge 


Two members of the committee polled a selected list of man- 
ufacturers and trade associations to learn what might be secured 
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by a direct approach. Donald Shawver, University of Missouri, 
asked 24 associations in wholesale and retail fields for sugges- 
tions on films and printed materials which might be available for 
classroom use. Twelve of them replied, but materials available 
through this source are most limited. Donald Mulvihill, Univer- 
sity of Alabama, wrote to 50 manufacturers of consumer goods, 
received replies from 29, and only 5 had material closely related 
to the general course in marketing. The instructor seemingly 
must be on the alert for films sources as reported in the trade 
papers and film catalogs 


Television and Teacher Efficiency 

Television is both a visual aid and a means of reaching large 
numbers and new types of students. Educational TV stations are 
telecasting hundreds of hours of programs weekly, the ultimate 
of which is a Chicago station which offers a two-year college 
course for credit. Penn State has completed two years of exper- 
imental work, using varying arrangements of equipment and class 
organization to evaluate its effectiveness. As of last spring, 12 
different courses were offered with a total of 14 sections. Achieve- 
ment is subject to close check through objective tests, often with 
a control group receiving either conventional instruction or being 
seated in the originating room Almost invariably the evaluation 
report is 'no significant differences in learning. "' 


Random student expression is often quite antagonistic to tele- 
vision classes. Attitude surveys conducted by instructors com- 
monly show about half of the students regarding television courses 
to be as good or better than conventiona) ones. The quality of pre- 
sentation is likely to be better because of more preparation by the 
instructor, better use of visual aids, and the fact that only the 
"best'' teachers are used--to reach hundreds instead of dozens of 
students. If the classroom activity is largely lecture with little 
demonstration work, there is littie gained by television, except 
that most schools have comparatively few auditoriums 


For the instructor there is the alluring future prospect of 
putting his lecture on kinescope recordings and having great flex- 
ibility in lecturing when it suits his convenience. With a little 
imagination you can visualize exchange lectures between author- 
ities all over the country, dead or alive, or whole ''faculties on 
film'' being used to implement new or distant schools all over the 
world. 


In thinking of disadvantages of teaching by tc'evision one must 
distinguish obstacles such as costly equipment and faculty or stu- 
dent resistance from true impediments to learning. Most of the 
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objections stem from the lack of personal contact between teacher 
and student. Students want an opportunity to ask questions when 
they arise, whether they use it or not, and teachers want to be 
guided by the reaction of students during the class hour. 


From your standpoint as a teacher you'll have to make sev- 
eral adjustments in your teaching methods if or when you teach by 
television: 1. You'll have to give up most discussion emphasis, 
unless you do it vicariously through a small panel group. 2. You'll 
have to learn to write legibly on the blackboard, or type and print 
your material oncards. 3. Pacing and looking out of windows 
must be stopped. 4. You must plan more carefully--off days are 
especially bad if administrators happen to be looking in. 5. Fin- 
ally, you'd better become a skilled lecturer, or give way to the 
man who is. 


In summary, except where demonstrations are important, 
this is largely an expedient to adjust to the teacher shortage or 
small classrooms. Too, there is probably much room for greater 
efficiency in using current conventional methods. The conclusion 
reached by a discussion group at Penn State was that television 
presents no real impediment to learning as compared with large 
lecture sessions, and the better use of visual aids is a very real 
advantage. It is admittedly not so satisfactory as having good in- 
structors in small classes, but it is preferable to inadequate in- 
struction by assistants, or closing classes to students entirely. 
Most of us view it with some foreboding and quite mixed feelings, 
but a more constructive approach is to reckon realistically with 
the upsurge in student enrollments and let television breach the 
gap in the inevitable teacher shortage 


SELECTED MARKETING RESEARCH PAPERS 


IMPLICATIONS OF QUASI-AGREEMENTS AND 
COMPETITIVE BEHAVIOR 


Robert S. Hancock 
University of Illinois 


The importance of a framework in the analysis of problems 
of oligopoly was highlighted in 1949 with the appearance of Pro- 
fessor William Fellner's Competition Among the Few: Oligopoly 
and Similar Market Structures. This book is a theoretical pre- 
sentation of the competitive consequences when the number of 
competing firms is small. He does this by postulating how, in 
the determination of prices and outputs, the few competitors will 
react to each others' behavior. His theory is one which empha- 
sizes those influences on price which are beyond the direct de- 
termination of the individual businessman. Accordingly, busi- 
ness decisions are strongly conditioned by environmental factors 
That is, an oligopolist's actions are dependent on the assumed 
reactions of other oligopolists and vice versa. This conjectural 


interdependence presupposes bargaining, and more particularly 
the phenomenon of quasi- bargaining The result is quasi-agree- 
ment among the few competing tirms. Successful quasi-bargain- 


ing among oligopolists is assumed to lead to a quasi-agreement 
among the parties; and from this assumption follows the propo- 
sition that there is a tendency, in such markets, toward the joint 
maximization of profits. Qualitications to the joint maximization 
of profits are set forth trom which Feliner derives his principle 
of limited (or qualified) joint maximization of profits. 


These are the contingent observations of Fellner which were 
subjected to examination in my recent study. Inasmuch as one of 
the more important problems in oligopoly theory is the problem 
of how the implicit or quasi-bargain (and for that matter the 
quasi-agreement) is made, this brief paper will present some of 
the implications of quasi-agreements as uncovered in my study 


The type of information necessary to test Fellner's propo- 


sitions is for a large part non-observable. This is so because 
the theory rests heavily upon the behavioristic aspects of business 


1. William Feliner, Competition Among the Few: Oligopoly 
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and Similar Market Structures (New York, Alfred A. Knopf, Inc., 
1949. ) 
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firms such as customary business practices, business policies, 
the environmental aspects of a firm, the personalities of business 
executives and perhaps the folklore of business firms. Four case 
studies were constructed from published information and a large 
amount of supplemental material gathered so as to afford the op- 
portunity to examine more theoretical elements. This approach 
was deemed preferable to a detailed industry or market study 
which could not reflect all or even most of the elements in Fell- 
ner's oligopoly theory. The case studies were developed from 
published data on: 


1. The American Tobacco Company et.al. versus the United 
States. 


2. The New York Great Atlantic & Pacific Tea Company 
versus the United States. 


3. The efforts of the United Auto Workers to gain acceptance 
of the principle of the guaranteed annual wage among the 
automobile producers 


4. Competition in Gasoline Retailing. é 


It will be noted that the case studies represented four distinct- 
ly different situations. The firms or groups investigated sold 
quite different products or services. It appeared as though there 
was little or no market relation among the firms or groups and the 
products or services in question. The competitive situations which 
were exemplified by these cases provided the study with the major 
evidence of correspondence or lack of correspondence of Fellner's 
theoretical postulates to real life situations 


Specifically, the analyses of competitive behavior illustrated 
by the four cases, either implied or revealed quasi-agreements in 
the following instances: 


First, in the case of the American Tobacco Company et.al. 
versus the United States it was found that the ''Big Three" of the 
tobacco industry had almost identical purchasing policies. This 


2. Much of the competitive behavior exemplified by this case 
was provided by the study of Ralph Cassidy, Jr. and Wylie L. 
Jones, The Nature of Competition in Gasoline Distribution at the 
Retail il Level, A Study of the . of the Los Angeles s Market Area (Berkeley 
and Los Angeles, University ‘of California Press, 1951.) 
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led to identical costs of their principal raw material and operated 
to set top prices for tobacco in the various tobacco markets. The 
'Big Three" also raised and lowered their wholesale prices by 
identical amounts at essentially the same time. This led to iden- 
tical fluctuations in the retail price of cigarettes. In instances of 
price increases it was found that each company utilized some of 
the increased revenue for additional advertising expenditures. 


Second, the competitive behavior of A & P was perhaps in- 
fluential in reducing some retail prices on nationally advertised 
products by its threats to manufacture or by actually manufactur- 
ing competing private brands at lower prices. This company was 
accused of maintaining price leadership in the food retailing in- 
dustry. This has the implication that there were "followers" and 
hence quasi-agreements. This company a!so met its rivais' ag- 
gressive competition by reducing its prices when nearby stores 
aggressively sought to increase their volume. The quasi-agree- 
ment(s) in this case were not as clearly discernible as in the 
former case. This may be accounted for by the large number, 
great variety, and quality differences of products dealt with in 
the grocery industry. 


Third, the business press reveai:d that the UAW would not 
have won acceptance of the principle «of the guaranteed annual 
wage from General Motors alone [he ucceptance of that prin- 


ciple was facilitated by Ford's ''true'' agreement, and the reaction 
by General Motors and others seemed to indicate a strong tend- 
ency toward quasi-agreement. 


Four, the case of Competition in Gasoline Retailing revealed 
that the retail prices of major vil (oriponies moved together and 
by the same amount, and that there were no appreciable differ- 
ences in their retail prices tor any iength of time. Further, the 
major companies tended to meet price cornpetition simultaneously. 
There also appeared to be a good deal] of unanimity among dealers 
and suppliers as to the methods employed in meeting price com- 
petition 


Many of Feliner's theoretical contentions appear supported 
by the examinations of competitive behavior in the four case 
studies. Additional support for some of his central propositions 
was given by the supplemental competitive information. Gener- 
ally it appeared that in markets compr.i.»ed of strong oligopolistic 
elements, it was rational for the competitors to act in concert. 
Usually the producers were large and in a position to exert a 
substantial influence on the market. Any price reduction by one 
or more members of the oligopolistic group would be met simul- 
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taneously by the other competitors. Inasmuch as they attempted 
to maximize their joint profits any price reduction below the mo- 
nopoly level would reduce the net revenues of all. Similarly, 
when one of the large sellers established a higher price to in- 
crease his net revenue, the other members would follow so as to 
enjoy the larger yield. As aresult, price competition did not 
seem to function as a means of obtaining additional business. 
Hence, the prices of the various producer's products moved to- 
gether and it appeared that prices were fixed as though by one 
seller 


It is also possible that oligopolists may be conscious of each 
other's reactions to other variables which affect profit. The evi- 
dence in my study strongly suggested that there were a few in- 
stances of quasi-agreements with regard to non-price variables 
such as advertising, product changes, product quality, new tech- 
niques and various forms of sales promotion and public relations 
efforts. Even though evidence supported the existence of quasi- 
agreements on the non-price variables there is a strong case 
against such agreements. It is more feasible that a group of 
oligopolists may reach a quasi-agreement on price, but not on 
other competitive devices. The principal reason for this is that 
business firms recognize that once they relinquish control of cer- 
tain non-price variables they have little chance of increasing 
their relative strength. It is perhaps true that most firms regard 
their ability to manipulate the non-price variables in a more favor- 
able light than they do independent manipulation of the price var- 
iable. Because most firms recognize the futility of price wars, 
they seek other ways to gain an edge over their competitors. 
Future relative strength of business firms and, of course, their 
competitive position will more likely be determined by their 
ability to manipulate independently their non-price variables. 
Only those oligopolists desiring to maximize joint industry profits 
would act contrary to these points of emphasis, and this does not 
appear plausible in most of the competitive markets today. 


EDWARD A. FILENE'S COOPERATIVE DEPARTMENT STORES: 
A SAGA OF MODERN MARKETING 


Martin L. Bell 
Washington University 


This paper is a special treatment of a doctoral dissertation 
submitted to the faculty of the Graduate School of Arts and Sci- 
ences, University of Pennsylvania. The complete title of this 
thesis is: ''The Cooperative Department Store--an Economic 
Analysis of the Attempt to Establish a Chain of Cooperative De- 
partment Stores as Visualized by Edward A. Filene.'' In a more 
popular vein, I have entitled this paper ''A Saga of Modern Mar- 
keting, '' for indeed a saga it really is. More than an analysis of 
a short period of cooperative endeavor, the dissertation examines 
a plan for large-scale consumer cooperation whose origin dates 
back more than half a century to the youthful longings of Edward 
A. Filene. It embraces the long and circuitous route by which 
the first imaginative spark exploded eventually into a grand 
scheme for a chain of cooperatively-owned department stores 
It is impractical in this paper to attempt to detail all of the vari- 
ous personal and non-personal factors that conditioned the de- 
velopment of this scherne. The complete dissertation dwells on 
these factors at some length and finds a principal contribution in 
the institutional analysis they provide 


At this point it is sufficient to point out that Filene's success- 
ful retailing career convinced him that there are avoidable wastes 
in distribution. His analysis of the macro-economic process led 
him to endorse a system that, in his belief, would improve the 
efficiency of distribution, enhance consumer purchasing power, 
and sustain employment. In addition, Filene longed for personal 
recognition. These various considerations led him in 1933 to 
propose a chain of 100 consumer-owned department stores. How- 
ever, nothing beyond the incorporation of a central management 
and buying organization (known as Consumer Distribution Corpo- 
ration) was accomplished before Filene died in 1937 


Aiter Filene's death, CDC was made up of a board of direc- 
tors who heavily represented the professional cooperators. The 
objectives of this board were never fully crystalized, and the di- 
rectors were never able to agree on a program along the lines 
envisioned by Filene. Under their direction, and under the direct 
management of a series of salaried President-Managers, CDC 
engaged in such activities as capital financing of consumers' co- 
operatives, equipment sales and loans for the purchase of equip- 
ment, location and merchandising advice for cooperative food 
stores, research, and the training of personnel for the coopera- 
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tive movement 


In 1943, as a result of internal friction, the professional co- 
operators were replaced by members of the Edward A. Filene 
Good Will Fund--the holder of the CDC stock under provisions of 
Filene's will. In 1945, with the end of the war in sight, the direc- 
tors accepted a proposal by Mr. Lester Ott to establish three me- 
dium-sized cooperative department stores. This project was 
undertaken with an initial appropriation of $600,000. By late 
1948, two stores had finally been opened-~-one in Shirlington Shop- 
ping Center in Arlington, Virginia near Washington, D. C. and 
the other in Providence, Rhode Island. Neither of these stores 
became either a bona fide consumers' cooperative or a financial 
success. Providence was indisputably a merchandising failure; 
and Shirlington showed only a very remote possibility of succeed- 
ing. Assets of the two stores were sold to private organizations 
at a combined loss of about $2, 000, 000. 


This experiment in consumer cooperation has received con- 
siderable attention from marketing people generally. Footnotes 
concerning it are to be found in most marketing texts and consid- 
erable attention is paid to it in discussions of consumer coopera- 
tion. Unfortunaiely no thorough analysis of the entire project had 
ever been possible up until this time; but thanks to, first, the 
complete cooperation oi the Edward A. Filene Good Wil) Fund and, 
secondly, to a modest research grant by the same organization to 
the University of Pennsylvania it was possible to investigate thor- 
oughly the entire history of this cooperative scheme. Very seldom 
does the student of business have an opportunity to delve so deeply 
into the workings of the individual tirm. This writer is especially 
grateful for the opportunity of having been able to make such an 
institutional analysis, particularly since its significance lies not 
alone in the operation itseli but in its social and economic impli- 
cations 


We can ask ourselves several questions about this particular 
experiment which should be of general interest to marketing 
First, why did the Filene department store plan fail? 


There were, infact, two plans’ The first was Filene's grand 
program for 50 $10 million establishments and 50 more doing $1 
to $5 million annually. Later there was that we have called the 
"Ott Plan'' to establish three stores in the $1 to $2 million class 
Most observers are only casually informed about Filene's plan 
and its economic rationale; when speaking of ''the plan that failed" 
they mean the Ott Plan 
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With respect to the Filene plan, this study has attempted no 
appraisal since almost no effort was made to carry it out. Its 
relevance is in the historical perspective; without it there would 
have been no later plan. The detailed analysis of the more mod- 
ern operation shows that the reasons for failure were not simple. 
Most observers have been too quick to generalize. One cannot 
simply attribute the failure to lack of local control and incompe- 
tent management. Neither can we say correctly that the crucial 
fault was an erroneous assumption that cooperatives can be cre- 
ated from ''the top down.'' Many factors were involved and there 
is no way to establish that any one or two represented the prin- 
cipal reasons for failure. In total they provide a conclusive pic- 
ture, taken separately, they do not 


The factors bearing on the failures of the stores differed 
somewhat between Providence and Shirlington. However, a cer- 
tain pattern emerges so that the factors may be classified into 
three groups. One--errors in planning; two--mistakes in imple- 
menting the idea, and three--factors outside the control of the 
participants 


Errors in Planning 

In retrospect, some errors in the planning stage stand out 
clearly. Certain assumptions were made that subsequently 
proved to have been wrong. The first grew out of Filene's "'rnan- 
date" to open copperative stores. He had two goals. The first 
was to improve the efficiency of distribution which he considered 
fundamentally wasteful. The second was to combat unemployment 
which was to be accomplished by increasing consumer purchasing 
power. Unemployment was a key factor in 1933 when the Filene 
plan was first seriously developed 


Filene's followers apparently became confused between the 
end and the means to that end. They assumed that they hada 
specific mandate from Filene to start cooperative department 
stores as an end initself. They forgot (or never understood) 
that he was principally interested in distributive efficiency and 
economic security. Our analysis of the development of CDC in- 
dicates that their assumption was not valid. This mistake became 
especially significant when the Ott Plan was launched in a period, 
not of depression, but of inflation. A principal justification for 
the effort no longer existed. It cannot be proved that the effort 
timed more appropriately would have been more successful, but 
it is to be expected that a program designed to meet a certain 
need could not succeed when this need became unimportant 


Certain other assumptions were made that turned out to be 
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unjustified. The program was initiated without basic research to 
test the thesis that the economy offered an opportunity to estab- 
lish a chain of cooperative department stores. Providence and 
Arlington were selected on the bases of questionable assumptions. 
Washington boasted considerable numbers of consumer coopera- 
tors. We discovered that relatively few of these were to be found 
in Arlington county and also that the Washington cooperator did 
not travel substantially farther to shop ''co-op'' than to patronize 
other stores. The second store was located in Providence with 
the idea that 25, 000 credit union families there would rally around 
the store. This analysis indicates that there is probably no more 
affinity between the credit union member and the consumer co- 
operator than there is between the mutual insurance policy-holder 
and the consumer cooperator Operational assumptions were also 
made that turned out to be basically wrong. Capital requirements, 
customers' price-quality preferences, sales potentials, and ad- 
vertising budgets were all very badly estimated. 


Mistakes in Implementing the Idea 

The implementation of the plan was also faulty in some re- 
spects, CDC encountered considerable difficulty in locating sat- 
isfactory managerial and buying personnel, the compromises ap- 
pear to have been basically wrong. Mistakes were made in mer- 
chandising at the very beginning and subsequent remedial efforts 
did not materially improve the stores' reputations as regards 
merchandise. Too many lines, each with too narrow assortments, 
were compressed into a few thousand square feet of sales area 


Faulty judgment was shown by top CDC management in work- 
ing with local cooperative committees, although the difficulty was 
not entirely one-sided. The first general manager moved inde- 
pendently of the local groups and frequently left very disturbed 
people in his wake. Considerable bad feeling was engendered that 
never quite disappeared. No CDC manager developed the facility 
of working in harmony for any period of time with the iocal boards 
of directors 


Uncontrollable Outside Factors 

The final biow to these cooperatives was a series of uncon- 
trollable and perhaps unpredictable events. In Providence the 
post-Korean deflation caught the store at an especially bad time 
in its growth. In Shirlington, the opening of large suburban de- 
partment stores in Arlington County created serious difficulties 


Consumer cooperation has never succeeded in establishing it- 
self as an important part o1 our economic structure. Reasons for 
this general failure of cooperation in the United States have been 


\ 
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carefully developed by other writers. These reasons reveal a 
set of fundamental resistances to any copperative endeavor and 
are classified for our purposes as uncontrollable outside factors 
which contributed to the failure of the CDC project 


We may ask a second question: Is it possible to establish 
successful cooperative department stores in the United States? 


Some cooperative leaders believe that this unsuccessful at- 
tempt proves that it cannot be done. Their conclusion is not 
proved by the evidence available in this study. The experience 
has shown that establishment of a cooperative department store 
would be a difficult, lengthy, and costly project; but it has not 
proved irrefutably that such a project is impossible or even im- 
practicable. This study focuses its attention on a number of op- 
erational and merchandising problems that appear to have rep- 
resented the most serious obstacles to success 


1. Organizational weakness. CDC set up a vertical organi- 
zation that provided two administrative authorities over the store 
operation--first, the CDC general manager acting with the au- 
thority of a management contract signed by the local board and 
two, the board of the local store acting with the authority of the 
by-laws of the cooperative. This duplication of authority could 
lead only to organizational confusion 


2. Overextended product lines. The cooperatives had diffi- 
culty competing with the full-line department stores. Their as- 
sortments were too narrow and their inability to support ready- 
to-wear departments weakened the entire operation 


Handling fashion merchandise. The CDC experience in- 
dic Bac that a cooperative should avoid trying to establish fashion 
authority--that is, to create customer acceptance of style mer- 
chandise under the co-op label. Most fashion apparel is pur- 
chased on the basis of accepting a store's judgment as to style 
and quality. The label of a high-style specialty shop can be as 
important to a customer as the wearing attributes of a garmen 


4. Lack of institutional personality. The CDC cooperatives 
were characterized as "neither fish nor fowl.'' The stores did 
relatively well by those who sought a promotion type store and 
who felt that the cooperative met that need. There were, however, 
not enough patrons who were either price-conscious or who were 
convinced that the cooperatives were promotional stores. Patrons 
in the higher socio-economic classes did not find the stores ap- 
pealing. They considered the price- quality range of merchandise 
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to be ''poor.'' The mail survey conducted as a part of the disser- 
tation research indicated that the cooperative, when properly 
merchandised, can attract patronage from the upper-middle in- 
come group 


5. Ineffective advertising. The use of secondary media and 
of thin schedules in major media was ineffective. The problems 
of financing adequate advertising and of selecting appropriate 
media are severe ones for the smaller retailer. Clearly the co- 
operative department store wiil not solve them by sticking to the 
established patterns. Imaginative and probably costly promotion 
of the cooperative is a prerequisite of successful operation. 


6. Inadequate institutional promotion of the cooperatives. 
CDC and the local boards of directors had no conception of the 
magnitude of the share selling task. At no time was there enough 
money devoted to this chore. We cannot say definitely how much 
should be spent, but :t is clear that this must be a major cost in 
establishing a large-scale operation as a bona fide cqoperative 


7. Traditional weaknesses. Traditionally, consumers' coop- 
eratives have been severely limited by such tactors ag insufficient 
capital, inefficient management, and inadequacies of membership 
Although on a scale never bei»re contemplated, the CDC stores 
indicated that size has little bearing on the incidence of these fac- 
tors. The problem of undercapitaiization, lack 01 members, in- 
adequate membership patronage, and undue interference by dire 
tors on the store operations were encountered. The competence 
of CDC management is ditficult to appraise. It made mistakes, 
but it also opened stores. It lost money, but it also showed it 
could make it. How much better (and probably more expensive) 
more capable management wcouil have been, it is impossible to 


say. CDC probably obtained good management; it could not afford 
the best 
It is also of general interest, J] think, to ask what light this 


experience has shed on the role of consumers' cooperatives in 
American retailing. 


Two new stores and two more jailures cannot have affected 
American retailing very much. It has probably been many years 
Since businessmen were alarmed or even concerned about con- 
sumer cooperation in this country. They did watch the CDC pro- 
gram carefully as it developed but once it was under way, thei 
interest in it diminished 


Cooperatives have seldom accounted tor as much as two per- 
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cent of total retail sales. The CDC venture in cooperation on the 
largest scale ever attempted confirmed the belief of American 
business that there is room in our country for a number of fringe 
operations which even in the aggregate offer slight threat and 
usually fail to survive in competition. 


So far as can be observed, the CDC stores made no remark- 
able contributions to American retailing. Every important as- 
pect of the plan was commonly accepted practice by the chain de- 
partment stores. The student of business who analyses the CDC 
failures soon discovers this. However, he does find much of in- 
terest bearing on business theory and practice and the study pro- 
vides an excellent case commentary on marketing policy. 


The consumers’ cooperative conceivably could serve asa 
standard or yardstick against which to judge the economic ef- 
ficiency and social contribution of private enterprise. Filene's 
scheme might have produced such yardsticks and the Ott Plan 
assumed that it would be possible to do so. The CDC department 
stores did not work out this way. They were physically attractive, 
but they were not profitable stores at the sales volumes they were 
able to generate. They oifered no competitive advantages or un- 
usual customer benetits. Compared to such standards the tradi- 
tional department store shows up well 


In fairness to the CDC project, we should say that it probably 
never had an opportunity to realize its fullest economies. How- 
ever, it is hard to see that its complete program of three stores 
would have changed its cost structure so drastically as to provide 
a more impressive standard of retailing efficiency. In view of 
this, one may ask: Did this cooperative project contribute any 
ideas as to the potential strength of the cooperative system of 
economic organization? Few theorists suggest that cooperation 
is a realistic alternative to the capitalist system of economic 
organization in the United States. There is nothing in this study 
that alters this situation. Although the CDC cooperatives suc- 
ceeded in selling considerable numbers of membership shares 
(almost $200,000 worth), neither store marketed as much as ten 
percent of its minimum required capital stock. We have seen 
that substantial proportions of the shareholders purchased stock 
for reasons other than belief in the cooperative method of busi 
ness organization. The study.also indicated that there is no great 
solidarity among cooperators or among all forms of voluntary 
association members. That is, members of one cooperative are 
not necessarily good patrons of a cooperative in a different line 
Similarly, members of credit unions and labor organizations are 
not necessarily good patrons of the cooperative department store 
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These facts do not argue well for the cause of a cooperative 
commonwealth 


Considering the fact that the better part of Edward Filene's 
fortune was spent in this attempt to start cooperative department 
stores, one may ask: Has this attempt to initiate large scale con- 
sumers' cooperatives made a fundamental contribution to the sci- 
ence of marketing? The late Roy Bergengren, long-time asso- 
ciate of Edward Filene, credit union founder, and director of the 
Filene Fund and CDC wrote to me at the beginning of the study as 
follows 


"T wish we could have made a go of the co-op department 
stores. They failed because you cannot superimpose coop- 
eration; and we did not have merchandising know-how. I 
often shudder when I think of trying to explain this to Filene 
up yonder where really great and good men go. I would not 
like to pass through eternity trying daily to explain why we 
did so badly to Edward A Filene.'"' 


Bergengren's remarks reflect quite clearly the attitude of the peo- 
ple charged with the disposition of Filene's legacy. They regret 
keenly having spent the big part of it in a project that produced 
very little tangible return. They misjudged the Filene mandate 
They moved into competitive retailing without the ability to ap- 
praise accurately the actions of the executives to whom they del- 
egated their authority. Ultimately, they must bear the responsi- 
bility for the failure 


It would, indeed, have been more rewarding to succeed. But 
there were some rewards even in failure. The CDC directors at- 
tempted the biggest thing in cooperation in the last twenty years. 
They initiated a program which, if it had succeeded, would have 
altered the face of American retailing. They went farther toward 
establishing large-scale cooperative enterprise than has ever be- 
fore been done in this country. Fundamental mistakes were made, 
but many things were well done. Although the bulk of the Fund's 
resources are now gone, the cooperative movement is consider- 
ably ahead. Credit for this must go to Filene and those who at- 
tempted to carry out his ideas, The most lasting progress is us 
ually gradual. To those to whom the progress of the cooperative 
movement is important, the Filene project was unquestionably 
worthwhile 


To the student of marketing, a study of the Filene project 
provides an excellent example of the institutional perspective. A 
comprehensive appreciation of the total economic and personal 
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forces behind the development and survival or failure of our 


marketing organizations is unquestionably one of the most valu- 


able contributions to the marketer's understanding of our partic- 
ular discipline. It dispels the cold, static, and uninteresting 
description of the marketing structure and replaces it with the 
dynamic, stimulating, and exciting experience of dealing with the 
changing realities of the American market 


LIMITATIONS OF ACCOUNTING DATA FOR ANALYSIS 
OF MARKETING COSTS 


Richard S. Woods 
University of Pennsylvania 


Marketing Effort and Results 
The marketing effort of business concerns is subject toa 


considerable amount of planning, and to a searching attempt to 
determine how successful it has been. In the long run, the pol- 
icy of most business concerns is oriented towards maximization 
of profit, and a successtul balance of marketing activity is a 
critical determinant ot that profit. In large businesses in par- 
ticular, there is a recognized need for analysis of overall ac- 
complishment into component parts or segments, in order to de- 
termine in what respects marketing has been successful, and 
where it has failed. 


The segment approach to analysis of results is well-known 
and exploited, since it is basic to seeking out weaknesses, ex- 
posing them, and thus indicating areas which require attention 
However, the accounting framework as it now stands is in many 
respects not adequate to do the job in ways which are intelligible 
to executives, with the result that in management reports a con- 
siderable amount of reading between the lines is normally re- 
quired. Culliton,in a sponsored research study, found that in 
manufacturing lines, the proper management of marketing costs 
is inhibited by a number of factors, several of which point up the 
limitations of accounting data for analytical purposes. The idea 
of central interest to the purposes of this paper was expressed 
by Culliton in an article as follows 


1. Culliton, James W., The Management of Marketing Costs 


(Harvard Business School, Division of Research, Cambridge, 1948.) 


2. Culliton, James W., ''The Management Challenge of Mar- 
keting Costs'', Harvard Business Review, January, 1948, p. 86 
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nt should be recognized: - -that sales volume is 

related not only to the money spent currently to 

maintain 4 given "sales capacity"; but also to the 
money previously "invested" in order to attain it 
Although businessmen often talk 4s if they believed 
the figure- workers’ over- simplification that cur- 
rent sales expense is the only cause of sales, they 
certainly do not always act that way: 


the ngigure- workers) point of view, the same idea has been 
>xpressed somewhat differently by Paton 


"In some mercantile fields.->: and in many manu- 
facturing lines, 4 great deal of market research and 
advertising activity is directed towards sales of 
subsequent periods There is also the fact that 
where orders are taken considerably in advance of 
delivery the entire cost of the undelivered order 
obviously 4 deferred charge:" Probably 
the conventional attitude of this matter: - is 
grounded in a reluctance to recognize 45 assets 
costs not having @ specific physical embodiment ' 


Relating accomplishment to eifort, particularly in time, iS @P~ 
parently 4 most difficult task, and this iact suggests several 
questions What is there in the way Of accounting theory to take 
into account the problem of relating efforts to acc omplishment in 
time? How important is the analysis of marketing costs in busi- 
ness, and to what extent do the accounts facilitate such analysis? 
What present methods, if any have been developed to measure 
the results of marketing activity? What are the prospects for 
further progress in this are@ ? 


Accounting Theory to the Costs of 

In general, there iS 4 consistent theory Of effort and acc om- 
plishment available in accounting literature. The first element 
in this "'theor y'' 1s the concept of measuring effort and accom~= 
plishment separately Accomplishment is measured by revenue, 
and hence there is 4 concept of the revenue stream which is 
measured independently of expense Efforts are measured by 
pense, but the record of expense is likewise accumulated inde- 


yration 
counts and Statements (New ¥ ark, The Macmillan Company, 1955), 


318. 


3, Paton, w. A. and Paton, W: A., JP» Corporation Ac- 
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pendently. This approach is necessary because of the manifest 
impossibility of determining the specific profit to the business 
enterprise on each and every transaction. For a dollar of reve- 
nue earned, there may be expense incurred, for example, broken 
down as follows: (1) expense of merchandise sacrificed by trans- 
ferring title to customers, $0.48, (2) expense of operating the 
sales office, $0.04, (3) sales and administrative wages, salaries, 
or commissions, $0.10, (4) expenses of delivery and other cus- 
tomer services, $0.05, (5) expenses of general administration, 
$0.13, (6) expense of storing goods until sold plus cost of financ- 
ing the inventory, $0.03, and (7) advertising and other promotion- 
al activity expense, $0.08. Profit is the difference of $0.09. The 
difficulty of actually ascertaining these amounts for each and 
every transaction as it occurs would not, under present conditions, 
justify the cost of doing so, even assuming that it could be done 
Thus revenues and expenses are accumulated separately over 
periods of time long enough to be considered meaningful, normally 
a minimum of one month, and frequently no less than one year. 


Conventional periods ot time are involved in business meas- 
urements, with revenues and expenses separately determined for 
these periods. At the end of each such period, revenue and ex- 
pense are matched, and net profit is determined. It is apparent 
that if the revenue and expenses so determined are not truly rev- 
enue and expenses of the period under consideration, that an im- 
perfect representation of net protit will result. It is at this point 
that certain conventions used in determining both revenues and 
expenses are of some interest 


With respect to revenues, in the usual trading concern, or 
the typical manutacturing concern, the concepts are satisfactory 
from the point of view of assurance that the revenues under con- 
sideration are actually those of the particular period in.question 
There are exceptions to be tound in accounting tor installment 
sales, long-term contracts, and other situations where revenue 
is recognized as production occurs, rather than at the point of 
legal transfer of title’ They are, however, rather well under- 
stood, and are not of genuine interest here 


On the expense side, on the other hand, there are a number 
of disturbing assumptions underlying the timing of charges. Ttese 
relate to the relationship between the terms ''cost'' on the one 
hand, and "'expense"' on the other. Goods purchased, for ex- 
ample, have a cost, but do not result in expense, until they are 
sold. Cost has several phases, insofar as account recognition 
is concerned. Cost is incurred, at which point an asset is 
created. That asset may be transtormed into another asset, as 
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is true in factory production, in which case cost is transferred 
from one asset account to another. The asset may be disposed of 
in the process of generating revenue, in which case cost expires, 
and expense is recognized. The term ''cost expiration" is synon- 
ymous with "expense''. In analyzing the expenses of marketing, 
it is therefore a technical misnomer to assert that this is a proc- 
ess of ''cost'' analysis, although the term is so well known and 
used that there can be no basic objection to it as long as it does 
not mislead. 


Some assets have only a momentary significance. This is 
true of many of the costs of marketing. Salesmen's commissions 
is an excellent example. Where such a commission does not ac- 
crue until legal transfer of title to the goods, the asset expires at 
the same time it is created. In this situation, it is convenient 
(and conventional) to bypass the use of an asset account and charge 
expense directly 4 There is not, and should not be any objection 
to such a procedure, but it is unfortunate that in the minds of 
many accountants ali marketing effort is viewed as resulting in 
expense, despite the fact that many examples of genuine asset 
values, with lives of a more or less significant duration could be 
cited. The most important ot these are in areas of difficult meas- 
urements with respect to asset expiration, notably market re- 
search and advertising. The result of conventional expensing is 
that in analyzing marketing ''costs'', with a view to determining 
the profitability of various segments of a business (most notably 
product profitability), the expenses analyzed are not necessarily 
germane to the period for which the analysis is taking place. The 
shorter the time period being analyzed, the more this is the case 


When the data being deve:oped for analysis are being accum- 
ulated, it is possible, of course, to go outside the ledger accounts 
for the necessary information, and thus modify the analysis by in- 
cluding items known to be expenses of the current period, and ex- 
cluding items charged to expense, but known to retain significance 
as assets. There is, however, a tendency to start with data as 
shown by the ledger. This makes it necessary to ascertain how 
such data are accumulated, and for what basic purposes. 


4. Where a commission is recognized upon the receipt of a 
sales order, an asset should be recognized upon the books. This 
is because the amount paid or owing to the salesman has resulted 
in a valuable right, the right to fill and order. However, when 
the order is filled, the right no longer exists, and the asset 
expires 
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Importance of Cost Control as Opposed to Cost Analysis 
The author has been conducting research into the matter of 


how accounts are used from the point of view of cost analysis; 
enough of this research has been completed to arrive at limited 
conclusions. Present inquiries are limited to "large" and ''very 
large'’ manufacturing corporations 


It has been found that in large and very large manufacturing 
companies, conventional expensing techniques are almost univer- 
sally applied in handling the costs of marketing. Accounting 
literature substantiates this view. In handling the costs of pro- 
duction, on the other hand, the accounting mechanism is general- 
ly designed so as to handle costs as assets in the initial stage, 
creating analytical information as a by-product of the over-all 
scheme of determining the costs of manufacturing. In the case of 
both marketing expenses and production costs, however, control 
is the primary objective of utilizing the data of the accounts. 
Budgeting, a control device, is not an accounting function per se, 
but it is so closely allied to accounting that adequate budgets can- 
not normally be prepared without harmonious cooperation on the 
part of the chief accounting officer. Standards have been incor- 
porated into the accounts, to make it possible to automatically 
compare planned results with actual. This has been true for many 
years in the case ot production accounting, and more recently has 
been receiving more adequate consideration in the case of market- 
ing costs. 


Emphasis upon budgets and standards is a phase of control, 
not analysis. The subordination of analysis to control is illus- 
trated very clearly in t.e case of Company X. In this company, 
as in many others, the costs of marketing are subject to budget- 
ary control. In the budgeting of marketing costs, the concept of 
expense as an immediate or current outlay of funds ties in with 
the conventional expensing of costs. Thus, when an advertising 
manager's budget is determined, it is viewed as an amount which 
he can ''spend" in the forthcoming period 


At one time, Company X spent large sums developing mar- 
kets tor certain products towards the end of a fiscal year, and as 
a result, decided to set up a deferred advertising asset upon the 
books at the end of that year. In the ensuing period, the company 
amortized the asset against the revenues of that period. In so 
doing, for product line purposes, the deferred asset was amor- 
tized against the budgets of the product line managers. Com- 
plaints were loud, and the resulting turmoil within the company 
caused the controller to cease the practice - the balance of the 
deferred advertising ac« ount was amortized against general profit 


212 ADAPTIVE BEHAVIOR IN MARKETING 


and loss, and omitted trom budget comparisons entirely. The 
company has not seen fit since to defer advertising, regardless 

of the fact that it continues to spend large sums to develop mar- 
kets for new products, and regardless of any expected benefits 
from these investments. Analysis of the operations of given peri- 
ods is now predicated upon the assumption that current sales rev- 
enues are the product of current marketing charges, in accord- 
ance with conventional procedures. 


Limitations of the Accounts tor Matching Efforts Against Accom- 
plishments 

In the process of determining to what extent the accounts are 
useful in assisting in analytical studies of distribution costs, an 
examination was made of the practices of approximately one hun- 
dred large and very large manufacturing corporations. Two ques- 
tionnaires and a number of field surveys were used in ascertaining 
the facts. With two exceptions, none of the companies in the sur- 
vey gave recognition to the problem of the asset significance of 
intangible marketing costs. As has already been pointed out, it 
has been apparently thought more important to emphasize the use 
of the accounts for control as opposed to analysis. Furthermore, 
neither of the companies deierring intangible marketing costs did 
so with a view to making profitability and cost analysis more mean- 
ingful, as far as business segments are concerned. Both did so 
because they felt that a more representative statement of over-all 
company net income would result. In other words, the deferral 
was from the point of view ot published company-wide financial 
statements, rather than implementation of internal reporting 


A number of reasons were advanced by participants in the 
study for failure to deter intangible marketing costs as assets 
The relative importance of the various difficulties stated is not 
precisely ascertainable. One important factor, however, that is 
apparently of considerable importance in some companies is the 
law and regulations with respect to federal income taxes. Under 
current and preceding law, it has been the rule that corporations 
could not defer intangible marketing charges for income tax pur- 
poses. While a number of court cases involving various arguments 
in this connection could be cited, they all lead to the same conclu- 
sion, namely, that items of marketing cost which may be deferred 
are invariably related to the acquisition of physical properties, 
and never to intangibles. Advertising costs in particular are the 
subject of official decisions ot the Treasury Department, to the 
effect that they must be deducted in the year in which incurred 
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Another reason advanced by the participating companies, and 
perhaps a fatal one from the point of view of any present improve 
ment in techniques was that the determination of that portion of 
current cost which should be deferred would be so arbitrary (or 
in some cases so costly) that it would not be worth the time and 
trouble. It is conceded that failure to defer marketing costs may 
distort net income, ang In some cases by a substantial amount, 
but it is felt that such distortions can be evaluated by management 
subjectively, in light of experience and reason. It appears also 
that the techniques currently used in assigning expenses for man- 
agerial decisions are 1n many cases rather arbitrary, and that 
adding additional arbitrary methodologies to cost analysis would 
not clarify the figures now being presented, but perhaps make 
them even more confusing 


In some companies, the position taken was that even if it were 
possible to deter marketing costs upon a manageable criterion, 
that the amount deferred would be insignificant in amount, and 
hence would not materially change external statements or internal 
reports rendered to management. This was notably the case in 
companies with rath er standardized and routine marketing pro- 
cedures--less so in the case of companies with non-routine prob- 
lems. The most common non-routine problem which makes a 
case tor deferring marketing costs appears to be the frequent in- 
troduction of new products, or frequent change in models of high- 
cost differentiated units The study showed that companies which 
had given much thought to the problem of the timing of marketing 
expense charges were in one or the other of these two categories 


An argument sometimes advanced is that although it is true 
that certain marketing c>osts have future significance rather than 
current significance, the amount of such costs with value as as- 
sets at the end of any g?en fiscal period will be about the same 
from one period to the next, and thus will automatically compen 
sate in the determination of net income in each period. There is 
evidence that this is true !n many companies from a point of view 
of over-all net income Tnere is, however, evidence that i 
would not necessarily be true for parti ular products, product 
lines, and other business segments 


A study of published statements of some twenty-five large 
companies for a period trom 1927 through 1955 indicates that 
even from the point of view of over all net income, distortion 
might be significant. This was determined inferentially, rather 
than directly, since published statements are lacking the detail 
necessary to make a direct determination. The inference is 
supported by the statements of less than half the companies 
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analyzed, but in arriving at conclusions, the point which was of 
most interest was that cost behavior is individualistic, and can- 
not be viewed from the point of view of units other than individual 
concerns. There is the further point that it should not be viewed, 
under ideal conditions, from the point of view of units larger than 
segments of individual businesses 


Literature in the area is not extensive. Some attention was 
paid to the problem of the deierred effects of marketing effort as 
early as 1927, in accounting publications. In general, however, 
what literature there is does not relate to field studies, a notable 
exception being found in the publications of the National Associa- 
tion of Cost Accountants. The N.A.C.A. has used field studies 
to examine the costs of marketing (''nonmanufacturing costs'') 
from the point of view of segments. In a limited way, they have 
also examined the extent to which marketing costs are deferred 
The research publications of the N.A.C.A. support the author's 
field studies and questionnaires, to the effect that the phenomenon 
of deferred costs is not given much attention in accounts and 
statements. Exceptions are fcund in the case of so-called "bor- 
derline'' costs, which are deferred by some companies for con- 
trol purposes. Warehousing at the factory is an example of a 
borderline cost which is sometimes charged to asset accounts. 


In summarizing the problem of limitations, it may be stated 
that the accounting structures commonly tound in business are 
designed for purposes which tend to hinder rather than aid cost 
analysis in marketing. It is for this reason that ''distribution 
cost analysis" is generally thought of in terms of supplementary 
studies, rather than in terms of routine account operation. Even 
in such supplementary studies. however, cost analysts have 
avoided the problem of matching marketing efforts against ac- 
complishments within a proper time perspective 


Prospects for Matching Efforts with Accomplishments in Time 

In published literature, and the author's studies, some iso- 
lated small beginnings to an approach to the problem were found 
Attempts have been made to deter intangible marketing costs. 
These are limited almost exclusively to the handling of introduc- 
tory advertising. The deferral and subsequent amortization oi 
costs of this type by one company in a given situation, however, 
led the company to conclude that it could not meaningfully inter- 
fere with the budgeting procedures commonly employed for con- 
trolling marketing costs. More satisfactory, however, is the 
technique employed by one of the participants inthe N.A.C.A 
studies. In this case, product line reports follow the principle 
of "segregation". Rather than defer, and thus deal with the 
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problem of arbitrary amortization schemes, the company in ques: 
tion determines profits on a product line, without considering 
special or introductory costs, incurred out of the routine. After 
a profit figure has been clearly delineated on this basis on their 
internal reports, the special costs are then deducted to get profit 
under conventional concepts. It is important to note that man- 
agement can thus separately evaluate the product line results, as 
they are occasioned by routine operations, and at the same time, 
evaluate additional costs which presumably have benefits lasting 
into the future While this procedure does not properly match 
costs incurred now, but with future significance, with the future 
revenues which such costs may occasion, it disposes of the dis- 
tortion present in the reports of the period in which the costs are 
incurred, This is a reasonable solution to part of the problem 


A solution to the remainder of the problem is yet to be tound 
Although it is possible to identify non-routine, or introductory 
costs, at least in part, and thus to segregate them on internal 
statements, no methodology is as yet available for carrying them 
as assets and systematically amortizing them against the reve- 
nues flowing therefrom. A study of the literature of marketing 
shows that while certain relationships between advertising effort 
and advertising results are believed to be discernible, the link 
between advertising and dollar results has not been definitively 
established It appears that until a marketing (as opposed to an 
accounting! methodology is developed, deferrai and amortization 
of advertising and other marketing costs will not be feasible ex 
cept on an arbitrary basis. At this time, segregation of intro 
ductory ani other special advertising costs, or for that matter 
segregation of any kind of special marketing costs on internal 
statements may well be the only meaningful tool available for use 
as tar as minimizing prof:t distortion is concerned 


The development of procedures for assessing and evaluatir 
the probable results of activities involving complex variables 
and a way of doing so in a span of time which would bring data to 


management's attention while there is time to implement, cr *alt 
a program shortly atter its inception is obviously desirable 
is possible that in large, well-established manufacturing conce~ns 


where the introduction of new products is commonplace (as 
chemicals and foods) that certain criteria associated with success 
ful products may be repetitive from one product to the next, and 
that these criteria may be measurable If this is the case then 
it follows that measurement of such factors, even though complex 
would be worthwhile, provided that they can be weighted and as 
sessed through mathematical formulations, which can be proces 
ed by machine. This possibility has not been explored in the au 
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thor's study, but has been endorsed by an officer of one large 
business concern which is interested in measuring the effects of 
its advertising 


In summary, it may be stated that under present known con- 
ditions, the hope for help from accountants with respect to match- 
ing marketing costs with results in short time periods is negli- 
gible. There exists, however, a definite segregation technique 
which should have some utility in internal reporting to manage- 
ment. This technique will eliminate, or should eliminate, a part 
of the managerial hunch with respect to product and product line 
operating results. As for the future, reasoning with respect to 
new tools and mechanical aids suggests that more can be accom- 
plished in connection with analysis of marketing costs than is 
presently the case. The nature of the approach has been suggest- 
ed, but has not yet been investigated. It is the author's conclu- 
sion that marketing executives cannot afford to ignore the pos- 
sibility of using new tools to more effectively measure the results 
of their own activity, whether or not the data are brought within 
the sphere of the accounting system 


THE CHANGING COMPETITIVE POSITION OF 
DEPARTMENT STORES IN THE UNITED STATES 
BY MERCHANDISE LINES 


Robert D. Entenberg 
University of Pittsburgh 


Over tine period 1929-1955, department store sales, while 
increasing absolutely, have decreased relatively from 9.0 per 
cent to 6.6 per cent of total retail store sales. In order to halt 
or reverse this trend, department stores have relied principally 
on programs of suburban expansion, but without noticeably af- 
fecting their total competitive position 


Because the real strength of department stores has always 
been in the diversity of merchandise lines that have usually been 
carried in substantial depth and assortment, it was felt that any 
solution to the problem of maintaining or regaining their former 
market position was in this direction. As a result, this investi- 
gation was proposed to determine which specific lines common 
to department stores have failed to hold up and which new mer- 
chandise lines or classifications could be carried by these stores. 


Thus, the purpose of this study was to analyze department 
store experience by individual merchandise lines in relation to 
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total national sales of each line. Todothis, it was necessary, 
as part of the research for this study, to develop data to measure 
annual sales for each merchandise line generally carried by de- 
partment stores and total national sales of the same lines in all 
classes of outiets. This was done for a twenty-five year period 
beginning with 1929 


Before developing these micro and macro sales data, all the 
various merchandise line classifications independently developed 
by the National Retail Dry Goods Association, the Federal Re- 
serve Board, andthe U. S. Department of Commerce were com- 
bined into a single comprehensive merchandise line guide, coded 
and arranged ina readily comparable form. This reference guide 
as developed in this study also permits a more effective use of 
the existing statistics and standards presently used to gauge the 
merchandising performances of department stores 


To better evaluate past performances and future sales po- 
tentials, the concept of a ''Department Store Market" was devel- 
oped, as was the measurement of this ''market."' This ''market"' 
was defined as including those merchandise lines and services 
generally handied by department stores, and for which sales in 
department stores represented at least 5.0 per cent of total mar- 
ket sales in the benchmark year of 1948. 40 of the 44 lines eval- 
uated met this criteria. The results showed that there was con- 
siderable variation in market position among the 44 lines which 
were individually analyzed. These lines were summarized into 
six groups 


Group I consists of merchandise lines in which department 


stores gained relative position and where the physical volume of 
market sales more than doubled since 1929, as shown below 


1953 Mkt. Sales as 


Per Cent a Per Cent of 1929 
Gain in Mkt. Mkt. Sales in 
Position Current Physical 
Merchandise Line (1929-1953) Dollars Volume! 
D-23 Aprons, housedresses, 
uniforms 81 8% 691 % 4.0 Times 
G-43 Restaurant and fountain 28.6 487 2.8 
C-1! Handbags, small leather 
goods “4.3 357 
G-49 Service department sales 14.5 422 2.4 
A-4 Domestics, blankets, 
spreads 12.0 511 2.9 
C-14 Corsets and brassieres 426 


1. Current Dollars 173 
173 (Retail Price Index: 
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Similar data are given in the dissertation for each of the lines in 
the other five groups 


Group II] includes 20 lines in which department stores gained 
or maintained (in one case) relative position and where the physi- 
cal volume of market sales increased but was not doubled. This 
group includes the following major sales volume departments 
"Girls' and Teen-age Wear," ''Women's, Misses' Coats and Suits," 
and 'Curtains, Draperies, Upholstery, etc. "' 


Group III includes six lines in which department stores gained 
relative position and where the physical volume of market sales 
decreased. The major sales »olume department in this group is 
that of ''Women's and Children's Hosiery." 


Group IV includes seven lines in which department stores lost 
relative position although the physical volume of market sales 
more than doubled. Principal sales volume departments in this 
category are: ''Major Household Appliances,'' ''Toys, Sporting 
Goods, etc. ,'' "Blouses, Skirts, Sportswear,'' and 'Infants' Wear." 


Group V consists of iour .:nes in which department stores lost 
relative position and where the physical volume of market sales 
increased but was not doubied. The major sales volume depart- 
ment in this group is ''Underwear, Slips, Negligees, Robes." 


Group VI consists of only one line, "Silks, Velvets, Syntheti: 
Woolens,"' in which department stores lost position and where the 
physical volume of market sales decreased 


Although department stores improved their competitive posi- 
tion in 3] lines, they still iost over~all relative position, simply 
because they increased ther share ot the market largely in lines 
for which consumers are spending proportionately less | Converse 
ly, lines in which department stores have been receiving a smailer 
or comparatively stationary share of the market are those for 
which consumer expenditures have been expanding. In many case 
the lines in which department stores show the greater dollar 
strength are the very ones in which they have been losing the 
greatest potential business 


This study furnishes a means whereby department stores can 
examine critically their changing relative position in each of their 
merchandise lines and redirect their promotional efforts into both 
merchandise line and suburban expansion. Conceivably, sucha 
combined approach could lead to a reversal or a halting of the de- 
clining competitive saies position of department stores in our re- 
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At the same time, the proper application of the criteria 
evolved in this study could also result in a better utilization of 
the resources on hand, a more efficient use of expansion capital 
with resulting greater productivity per expansion dollar. Such 
increased productivity from this important segment of the econ- 
omy should eventually prove beneficial to the economy as a whole. 


AN APPRAISAL OF SALES QUOTA USAGE 


Vernon L. Loomis 
University of Denver 


Modern use of sales quotas is a phenomenon of sales manage- 
ment technique of approximately thirty-five years' standing. Sales 
quotas play their most important part as a factor in sales control 
activity. Generally, their ultimate objective is to aid the sales 
organization to participate directly in the net profit realized by 
the company 


As a management pianning device, the sales quota is directed 
at the control of sales performance. A quota figure, set by sales 
management as a sales goal, implies an accurately developed 
standard of performance to which sales results may be compared 
in order to measure the degree of effectiveness of the activity in- 
volved. Therefore, as a guide to the development of this study, 
the term sales guota is defined as follows: any unit of selling ac- 
complishment, established in accordance with predetermined 
standards of sales performance, which is assigned to a unit of 
the sales organization as a planned goal to be attained or exceeded 
within given periods of time 


Two points of historical reference are of importance. First, 
as measured by frequency of occurrence of articles in trade and 
professional journals, less study has been given sales quotas 
since World War II than was the case prior to this war; such is 
not the case with the sales management technique of sales tore- 
casting, for instance, on which subject several good books and 
many articles have been written in recent years. Second, liter- 
ature pertaining to sales quotas has been almost entirely subjec- 
tive in nature. By means of a survey of practices employed by a 
sizeable number of firms, this study seeks to present objectively 
the status of sales quotas as currently used and to attempt to re- 
vive interest in turther study of sales quota applications. 
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Of 616 respondents to a questionnaire, 68.5% were users of 
sales quotas. A breakdown of the organizational characteristics 
of these firms quickly shows that larger companies tend to make 
greater use of quotas than do smaller ones. For instance, when 
the annual sales volume of the reporting organization is used as a 
base, 54% of the firms with annual sales of less than $1, 000, 000 
were users of sales quotas while 90% of firms with sales of 
$50,000,000 or more used them. Again, when size is associated 
with the number of sales branches operated by the company, the 
data show a range in percentage of use of sales quotas from 60% 
for firms with less than 5 branches to 91% for firms with 25 or 
more branches. Furthermore, there was a range of users of 
sales quotas from 54% of concerns with nine or less salesmen to 
93% of concerns with 250 or more salesmen. In general, it may 
be inferred that larger companies are the recipients of better 
management--better in the sense that they are able to employ 
specialized staff facilities tor control activities, including the use 
of sales quotas 


While the size factor alone contributes to the desirability of 
using sales quotas, a different conclusion may be drawn when the 
factors of channel of distribution and physical size of market are 
considered. Ir the main, use or non-use of sales quotas is not 
dependent upon the channel of distribution employed nor upon the 
physical size of market covered. Responses to a breakdown of 
these characteristics show no significant variation from the 68.5% 
figure of general quota usage. However, when the use of sales 
quotas by the respondents is compared with the method used for 
salesmen's compensation, the data show that companies using 
combination compensation methods definitely are more likely to 
include a sales quota as a performance standard than are those 
using either the straight salary or straight commission methods 
Eighty-one percent of the firms using a salary~plus commission 
plan and 77% of the firms using a salary~plus-bonus plan use sales 
quotas. In contrast with these figures is the use of quotas by 50% 
of the concerns using straight salary and by 66% of the concerns 
using straight commission compensation methods. This confirms 
a relationship which would be as expected 


One of the basic purposes of this study was to learn why cer- 
tain of these firms are not making use of the sales quota device 
Of the 194 non-users of quotas, those firms who had never attemp- 
ted to use quotas outnumbered those who had tried but discontinued 
using quotas by a ratio of five-to-one. The two most frequently 
mentioned reasons for not using quotas point to a lack of knowing 
how io use them. Specifically, 37% responded that they found sales 
quota determination too difficult, 28% replied that they have never 
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been able to develop a satisfactory quota system 


Sales quota literature emphasizes that quotas provide a ver- 
satile and flexible aid to effective sales management, from broad 
company objectives to immediate personal objectives of the in- 
dividual salesman. The validity of this emphasis is apparent in 
the results of this sales quota study. More than two out of three 
firms use quotas for one or both of two reasons: to provide a 
psychological incentive for salesmen, and to establish standards 
of evaluation of salesman performance. As a psychological in- 
centive the sales quota gives the salesman a goal at which to 
shoot, the stimulus to equal or exceed this goal, and a basis for 
keeping current on his own attainment. Sales performance stand- 
ards form the basis of both control of sales operations as well as 
control of salesmen. The establishment of a quota implies not 
only the presence of a specific objective but also the criteria for 
measurement of results. 


The third most 1trequently mentioned purpose of sales quotas 
was that the quota formed a basic part of the plan for compensat- 
ng salesmen. But quotas as an aid to planning--both production 
planning and financial planning--were recognized, too. Each of 
these types of planning waAS indicated by more than one out of 
three respondents. Another prominent use of quotas shows that 
they are frequently employed to promote sales of special pro- 
ducts or product lines. It is noteworthy that in stating the pur- 
poses of quotas for his organization, the average respondent gave 
three of the aforesaid as purposes which quotas serve for his 
firm 


The data give a strong indication that small firms do not use 
sales quotas as explicitly as do large firms. With the exception 
of using quotas ''to provide a psychological incentive, '' small 
firms rank 8% to 15% lower than the average in observing each 
of the above purposes of quotas. Small firms obviously have not 
given the thought to the multiple purposes of quotas that large 
firms have given, but there appears to be no reason why they 
could not do so 


Nearly 70% of the respondents were conscious of one or more 
weaknesses in their sales quota system. Ranked in the order of 
frequency of reference, the major weaknesses of sales quota op- 


erations may be described as follows first, ''our quota calcula- 
tions may not be scientific enough,'' second, ''we feel a lack of 

accurate data;"' third "qr uotas create problems with some mem- 
bers of our sales torce und fourth '‘our quotas place too much 


emphasis upon volume of sales However, in spite of these 
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stated points of needed improvement, almost 9 out of 10 respond- 
ents indicated that they felt their current sales quota plan was ef- 
fectively meeting the needs of their organization 


The principal concern herein has been to show the general 
characteristics of those firms currently using or not using sales 
quotas. In its entirety, the sales quota study also includes (1) 
the use of quotas with special incentives for the sales force, (2) 
use of quotas with the several methods of compensating salesmen, 
(3) the use of quotas for sales branches and for sales through dis- 
tributors and dealers, and (4) a development of techniques for es- 
tablishing sales quota systems. Results of the survey also make 
available a consensus relating to the mechanics of sales quota 
operation. These cover such factors as the preference for dollar 
volume sold as the unit for expressing the quota, for the annual 
sales quota to be broken down into quarterly and monthly perform- 
ance periods, for the monthly frequency of checking quota results, 
for a majority of the concerns to make no quantitative revisions 
in quota figures during the annual quota period, and others. 


Sales quotas have a potential of broad application for nearly 
all sales organizations. They are worthy of new study by any 
tirm not using tem, and of continuing research by those firms 
currently using them. In the sales quota, sales management has 
a proven device which can be used effectively to increase the ef- 
ficiency of sales operations and to maintain effective operations 
on a high level of performance. 


THE MULTI-LINE FIRM IN RELATION TO COMPETITION 


George A. Elgass 
University of Michigan 


Introduction 

Notwithstanding the fact that economic theory has largely 
been developed upon the premise that each firm produces only one 
product, most modern firms produce several products, and the 
output of lines of goods in diverse fields or industries is not un- 
common. Firms which produce such diverse goods as pharma- 
ceuticals and food products, television sets and air conditioners, 
or automobiles and household appliances are illustrative of multi- 
line output, 


The market structures which result from multi-line firms 
are substantially different, however, from those associated with 
specialized firms, and there is a question 1n regard to whether 
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competitive forces are strengthened or weakened by the develop- 
ment of multi-line enterprises. This is a matter of practical as 
well as theoretical importance, for in America competition is 
quite generally accepted as the principal regulator of economic 
activity 


Objective 

The purpose of this study is to identify and analyze the con- 
siderations which must be evaluated in determining whether 
multi-line activity strengthens or weakens economic competition, 
and to arrive at tentative judgments such as can be based upon 
deductive reasoning and general observations of the economy 


Initially, consideration is given to the historical development 
of the multi-line enterprise and to the extent of its present devel- 
opment. The major portion of the study, however, is essentially 
theoretical in nature. Factual information frequently is employed 
to illustrate an abstract point, and in a few cases available data 
have been drawn upon to support a particular point. This is not 
intended, nevertheless, to be an empirical study 


Analysis of the relation of the multi-line firm to competition 
is complicated by the lack of a consensus as to the detailed char- 
acteristics of competition. It is necessary, therefore, to con- 
sider a number of different concepts of competition. First, the 
standard competitive mode!s of pure and perfect competition are 
intensively examined. In spite of their apparent practical limi- 
tations, pure and perfect competition are widely used as standards 
in the appraisal of actuai markets, and they also are widely held 


up as desirabie ideals 


The next step involves the more realistic examination of 
multi-line activity in relation to the conditions encompassed by 
"workable" or "effective'' competition. In this study workable 
competition is viewed as a dynamic process wherein market 
structure, behavior, and performance are closely interrelated 
An effort is made to recognize these interrelationships, as bott 
structural and performance indicia of competition are employed 
in the analysis Furthermore, it is assumed that rivalry in 
respect to economic progress should be one of the requirements 
of "effective competition, '' and a consideration of economic 
progress 1s woven through the fabric of analysis 


Finaliy, some special attention is accorded the large enter- 


prise which handies a combination of untraditionally related lines 
of products) The term ''conglomerate" has been employed, often 


Methodology 
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very loosely, to distinguish this form of product diversification, 
and the large conglomerate enterprise has been pointed out by a 
few analysts as a special threat to a competitively disciplined 
economy. 


Conclusions 

The multi-line enterprise is not new. History shows that 
there were large diversified firms in medieval times. The com- 
ing of the Industrial Revolution, however, led to the dominance of 
the specialized firm. Later, a renewed interest in product di- 
versification developed, and in recent years there has beena 
strong trend toward multi-line diversification 


Multi-line output conflicts with pure and perfect competition 
on several bases. Consequently, some persons would conclude 
that multi-line firms are undesirable. Unless pure and perfect 
competition are truly desirable ideals, however, this conclusion 
is unwarranted A critique of these concepts demonstrates that 
they are not only impractical, but also that they do not merit this 
ideal status. 


In respect to workable competition, it is felt that on the basis 
of the considerations bearing upon competition identified and ana- 
lyzed in this study, the multi-line enterprise generally is con- 
sistent with workable competition, and the large multi-line enter- 
prise need not be excluded from this generalization. The multi- 
line firm should not be considered suspect~-there is nothing in- 
herent in multi-line output which makes it inconsistent with work- 
able competition. Indeed, on several counts it strengthens com- 
petition This conclusion, ot course, does not constitute a judg- 
ment of the effect of multi-line output in a particular market 
This would require a detailed study of the specific market 


Some of the considerations which support this general con- 
clusion include the following 


a Potential competition is significantly enhanced by multi- 
line production. This type of enterprise has the organiza- 
on, established reputation, normal business contracts, 
and financial resources to make potential competition 
much more effective than when it must depend upon the 
creation of an unborn enterprise 


b. Withdrawal from a particular field is facilitated 


c There is evidence that market pressures cause multi-line 
firms to pay close attention to the profitability of particular 
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lines. Although there exists the possibility that the profits 
of one line may be used to support another, market pres- 
sures can place narrow limits on the extent of this dis- 
cretionary power. 


d. Real advantages of size may be attained with less concen- 
tration in particular markets. 


e. Both progress and the process of adjustment to change are 
facilitated by this form of diversified organization. 


THE CHICAGO BOARD OF TRADE 
AND THE FEDERAL GOVERNMENT: 


A STUDY OF THEIR RELATIONSHIP! 


Leon T. Kendall 
Federal Reserve Bank of Atlanta 


"Avoid buying grain in the expectation of profit; 
the grain dealer is always branded as dis- 
reputable and evil-mentioned." 


This remark was made by a Persian prince in 1082 A.D. in 
a book he had written to guide his son in how to be a successful 
merchant, Other historical reports note that the Greeks in 300 
B.C. also dealt rigorously with grain traders 3 The fact that 
grain characteristically carries with it the connotation of the 


1. This paper is a report on a research project undertaken 
in partial fulfillment of the requirements of the degree of Doctor 
of Business Administration at the School of Business of Indiana 
University. I am particularly indebted to Dr. S. F. Otteson of 
Indiana University for his role in the generation of the original 
idea upon which this research was based and for his guidance 
throughout the study 

2. Kai Ka' Ibn, The Qa Bus Nama (London: The Cresset 
Press, 1951), p. 158 

3. Owen P. White reports that a group of Greek grain traders 
were hailed into a court of justice in 300 B.C. at the behest of 
city voters on the one hand and of tarmers on the other; one wanted 
lower prices, the other more money. With Greek efficiency, the 
accused middlemen were decapitated O. P. White, "Against 
the Grain,"' Colliers, January 24, 1931, pp. 12-13 
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staif of liie apparently makes those who accept the responsibility 
of middlemen in the area particularly vulnerable to criticism. 
The grain traders of the modern age have also been subject to 
this traditional stigma. Although they have not felt the harshness 
ot Greek justice mentioned in the footnote below, they probably 
teel that the pressures created by governmental regulation of 
their activities are just as cruel and bring on even more anguish. 
The Chicago Board of Trade, as the first and the largest of the 
nation's grain exchanges, bore the brunt of the criticism of the 
commodity trading process. The federal government was the 
agency responsible for the criticisms with the greatest impact 

It played a major role in the development of grain marketing 
practices over the past century 


The purpose of this research project was to determine and 
analyze the criticisms levied against the Chicago Board of Trade 
by the Federal government. The cause, type, sequence, recur- 
rence, outcome, and tuture significance of these criticisms were 
accorded substantial investigation. Primary sources of informa- 
tion were utilized whenever possible. The problem of securing 
the data tor this study, the criticisms of interested parties in an 
exact torm, was solved largely by reference to the thousands of 
pages oi testimony recorded during the 30-odd Congressional in- 
vestigations of grain exchanges and futures trading since 1890. 
Attention was also given the debates accompanying the over-125 
bilis dealing with grain trading that have been introduced into 
Congress since 1890. Innumerable secondary sources - govern- 
ment documents and reports, books, magazines, newspapers, and 
unpublished manuscripts-were also examined 


Advances Resulting trom Governmental Infiuence 

" The activities of the federal government in the commodity 
trading area have worked both to the advantage and to the dis- 
advantage of the Chicago Board of Trade. The advances result- 
ing trom governmental action have been especially noteworthy in 
three areas. These are: (1) the retinement of trading practices; 
(2) the improvement of tactual intormation regarding the commodity 
trading process, and (3} the generation of public confidence in the 
exchange system of marketing grains 


(1) The Retinement of Trading Practices 
~The methods by which exchange members performed their 
daily grain trading activities were closely scrutinized and bitterly 

condemned periodically throughout the lifetime of the Chicago 
Board of Trade. Market manipulations, such as excessive short- 
selling, privilege trading and corners, were difficult for the asso- 
ciation to control, for the sent:ments of the individual members 
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toward such operations varied considerably. This was especially 
true of the years prior to 1910. At one meeting, the majority 
would adopt rules banning an objectionable practice only to re- 
verse their action within a few weeks. 


Federal authorities beginning in 1922 undertook a series of 
steps designed to improve trading practices. The two most im- 
portant measures were the placing of a limit upon the size of the 
speculative line a trader could carry and the giving to government 
officials the right to examine the books of individual traders. 
These techniques reduced the incidence of market manipulations 
substantially. This is not to say that manipulations disappeared 
entirely. As recently as 1950, investigations were made by the 
Commodity Exchange Authority into the possibility of manipula- 
tion in Board markets Manipulations today, however, are the 
exception rather than the rule. 


(2) The Improvement of Factual Information on Commodity Trading 
Prior to 1922, the debates between Board advocates and gov- 
ernment oificials over the desirability of futures trading were 
predicated more on conjecture and theorizing than on a factual 
basis. The reason tor this was that no empirical data such as 
figures on the daily volume of trade were available on exchange 
operations. The Board ot Trade retused to permit compilation 
of such information on the contention that this was a private mat- 
ter and that disclosure would destroy the secrecy held so impor- 
tant by individual traders attempting to establish market positions 


Despite the pleas of Board adherents, a Grain Futures Ad- 
ministration was established in 1922 with one of its purposes '"'to 
obtain for the use of Congress and the enlightenment of the public, 
authentic and comprehensive information regarding trading in 
grain futures "> In fulfilling this phase of its responsibilities, 
the Grain Futures Administration and its successors, the Com- 
modity Exchange Administration and the Commodity Exchange 
Authority, compiled a considerable body of empirical evidence 
fundamental to an understanding of the exchange process. The 
federal authorities also furnished market information on trading 
volume of a type now considered essential by the Board of Trade 


4. Report of the Administrator of the Commodity Exchange 

Authority (Washington: U. S. Department of Agriculture, 1950). 
5. Report ot the Grain Futures Administration, September 9, 

1924 (Washington United States Department of Agriculture, 1924), 


p. | 


226 ADAPTIVE BEHAVIOR IN MARKETING 


statf of liie apparently makes those who accept the responsibility 
of middlemen in the area particularly vulnerable to criticism. 
The grain traders of the modern age have also been subject to 
this traditional stigma. Although they have not felt the harshness 
ot Greek justice mentioned in the footnote below, they probably 
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The activities of the federal government in the commodity 
trading area have worked both to the advantage and to the dis- 
advantage of the Chicago Board of Trade. The advances result- 
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The methods by which exchange members performed their 
daily grain trading activities were closely scrutinized and bitterly 
condemned periodically throughout the lifetime of the Chicago 
Board of Trade. Market manipulations, such as excessive short- 
selling, privilege trading and corners, were difficult for the asso- 
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toward such operations varied considerably. This was especially 
true of the years prior to 1910. At one meeting, the majority 
would adopt rules banning an objectionable practice only to re- 
verse their action within a few weeks. 


Federal authorities beginning in 1922 undertook a series of 
steps designed to improve trading practices. The two most im- 
portant measures were the placing of a limit upon the size of the 
speculative line a trader could carry and the giving to government 
officials the right to examine the books of individual traders. 
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substantially. This is not to say that manipulations disappeared 
entirely. As recently as 1950, investigations were made by the 
Commodity Exchange Authority into the possibility of manipula- 
tion in Board markets. Manipulations today, however, are the 
exception rather than the rule. 
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ernment oificials over the desirability of futures trading were 
predicated more on conjecture and theorizing than on a factual 
basis. The reasontor this was that no empirical data such as 
figures on the daily volume of trade were available on exchange 
operations. The Board o: Trade refused to permit compilation 
of such information on the contention that this was a private mat- 
ter and that disclosure would destroy the secrecy held so impor- 
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Despite the pleas of Board adherents, a Grain Futures Ad- 
ministration was established in 1922 with one of its purposes ''to 
obtain for the use of Congress and the enlightenment of the public, 
authentic and comprehensive information regarding trading in 
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4. Report of the Administrator of the Commodity Exchange 
Authority (Washington: U. S. Department of Agriculture, 1950). 

5. Report ot the Grain Futures Administration, September 9, 
1924 (Washington United States Department of Agriculture, 1924), 
p. l 
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members themselves 


(3) The Generation of Public Confidence 3 

For years the Chicago Board of Trade was unconcerned with 
the potential dangers in its poor relations with the public. A 
feeling that the Board was a "private club" and that man hada 
"natural right'' to trade dominated much of the association's ac- 
tivity. The concevst that a commodity market was a quasi-public 
utility imbued with public responsibilities was difficult for many 
members to accept. As a consequence, the Board was slow in 
attempting to explain itself to its public. The task of building 
public confidence in the Board of Trade fell to the federal govern- 
ment. Federal authorities accomplished this result through a 
series of actions 


First, by torcing the Board members to report on 
their trading activity daily and publishing reports 
of this information. 

tarmers' cooperatives to membership. 

Third, by prosecuting the bucket shops which were 
out-and-out gambling establishments and which 
had cast a bad name upon the legitimate brokerage 
houses 

Fourth, by abolishing trading in privileges or 
ditferences. 

Fitth, by maintaining a constant watch upon the 
activities of speculators and other traders thereby 
insuring that the public interest was protected. 


Drawbacks of Governmental Activity 

Governmental criticism, nowever, did not uniformly result 
in benefits to the Chicago Board of Trade. Many times the at- 
tacks made upon the association were unwarranted, unjust, and 
damaging to its reputation. Instances in which the emotionalism 
ot the moment caused rash attacks upon the Board are numerous 


6. Charges that the Chicago Board of Trade was invoived ina 
Communist plot to destroy world wheat values were given extensive 
publicity throughout the country in 1930. Under such pressures, 
prohibitions were placed upon the sale of futures to foreign powers 
Facts uncovered later revealed that the transactions of Russian 
interests in no conceivable manner affected the price of wheat. 
Still, part of the Board's tunction as a world wheat market was 


iost. A. E Taylor, Speculation, Short Selling, and the Price of 
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The exchange, upon occasion, became the whipping boy for the 
politician seeking to explain falling prices to the farmer or rising 
prices to the consumer. In 1947, for example, President Truman 
"attributed much of the increases in food costs to gambling on the 
grain exchanges. ''/ 


In recent years, Board members expressed concern with the 
way in which the federal government dominated almost all phases 
of the grain marketing process. The grain traders cannot under- 
stand how federal officials, after declaring abhorrence of any 
undue influence in the operation of the grain markets, can fail to 
recognize that the action of government in itself comprises an un- 
due influence of the first magnitude. To the traders, such a con- 
dition is all too evident. Success in futures trading is currently 
more and more dependent upon the trader's strategic assessment 
of the impact of tarm relief programs, Marshall plans, soil banks, 
and other political measures with agricultural implications. Tra- 
ditional factors like weather and crop forecasts are often of sec- 
ondary importance. The domination of prices of agricultural 
commodities by the tederal government constitutes the central 
drama of the grain market today 


Summary 

During the 108 years of its existence, the Chicago Board of 
Trade has increased in size and stature as an economic institution 
It has grown from a private club which served free lunches to en- 
courage attendance at meetings into a quasi-public institution of 
international significance. It grew with the city of Chicago and 
the agriculture of the Middle West. The Great Lakes, the rail- 
roads, and the superior grain storage and handling facilities of 
Chicago all played a vital role in its development. To this list of 
the factors responsible tor the development of the Chicago Board 
of Trade must be added the federal government 


Wheat, Wheat Studies of the Food Research Institute (Palo Alto, 
California: Stanford University Press, 1931), Vol. VII, No. 4 
7. The New York Times, October 17, i947, p. 1 


THE EFFECTS OF THE GREAT LAKES - ST. LAWRENCE 
SEAWAY ON GRAIN MOVEMENTS 


Joseph Hartley 
United States Air Force 


The Great Lakes - St. Lawrence Seaway promises to be one 
of the most significant economic developments of the next decade. 
From a marketing viewpoint, it will have a profound effect on the 
transportation segment of distribution costs. However, it should 
be recognized at the outset that the seaway will primarily affect 
foreign commerce rather than domestic trade. 


The Proposed Seaway 

Nature has already provided nearly 90 to 95 percent of the 
waterway. The human effort and expenditure is being concentra- 
ted on 182 miles of river channel from Lake Ontario to Montreal 
and on the channels connecting the various Great Lakes. The 
section above Montreal is also the scene of a major hydroelectric 
development 


The seaway will provide a 27-foot deep channel from the tips 
of Lake Michigan and Lake Superior to the high seas. The work 
below Detroit will be completed by 1959. This prodigious task of 
modern engineering will literally add 8,000 miles of shore line to 
North America 


The most serious limiting feature of the seaway is the fact 
that it will only be open approximately eight months during the 
year. Winter treezing of the fresh lake water forces the suspen- 
sion of shipping early in December 


Vessel Economies 

The present St. Lawrence River channel is only 14 feet deep 
between Lake Ontario and Montreal. This has imposed severe 
physical restrictions on the present overseas vessels. They have 
to carry less than 1, 600 tons from the lake ports to Montreal 
Even after loading down to their full capacity of 3, 000 tons at 
Montreal they are still ''vest-pocket" size ships. 


The new seaway channel wiil permit passage of vessels which 
can carry 8,000 tons. Very significant economies of scale will 
result. The 27-foot channel will accommmodate the average size 
liner of foreign flag steamship companies. 


Distance and Probable Rate Differentials 
The relatively short distances from Great Lakes ports to 
Europe augur attractive rates over the seaway. A complete com- 


parison was made of the distance from Baltimore, New Orleans, 
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Seattle and Great Lakes ports, respectively, to major ports 
throughout the world) Chicago is only 200 miles farther from 
Hamburg than is Baltimore. Chicago is 800 miles closer to 
Hamburg than is New Orieans. Toledo and Cleveland are nearer 
to most European ports than Baltimore is 


If the rail distance from the Midwest to Baltimore is added 
to the ocean distance, the distance advantage of the Great Lakes 
becomes quite pronounced. Moreover, the moderately greater 
water distance to Europe trom Chicago than from Baltimore 
does not mean corresponding differences in rates. Water freight 
rates and costs do not increase proportionately with distance 
For instance, most Atlantic ports are blanketed with the same 
rates to Europe 


Knowledge oi the vessel economies, moderate tolls expected, 
and the distance relationships ali help indicate the differential in 
rates to Europe which may exist between lake ports versus those 
on the east coast. A comprehensive analysis has been made of 
the operating costs of tramp ships which can ply the seaway and 
ocean. The conclusion was reached that rates from Chicago to 
Europe may be from $ 04 to $ 06 per 100 pounds higher than 
from Atlaatic ports. Grain rates from the Gulf to European ports 
average from $.05 to $ 07 above Atlantic seaboard rates. 


Trade Territory Tributar Great Lakes 


After 2 owing for the estimated ocean rate differential, rail 
grain rates from inland points to the Gulf, Atlantic, and Great 
Lakes ports were compared, The rate study indicates that grain 
can be shipped more cheaply via the seaway than by ocean ports 
from the territory embr cing O} ind the other territory north 
of the Ohio River, most of Missour}, northern Oklahoma, Colo- 
rado, Wyoming, and most oi Montana 

Inland barge rates trom t} ame area ar ulso rm.ore f r- 
able to Chicago than to Gult perts Truck costs are closely tied 
to distance so they w not greatly alter the tributary area :ased 
on rail rates Individual trade territories were also estim 


for each major Great Lakes por 


Superimposing the rate territories on United States grain 
production maps reveals the probable future flows of export grain. 
Duluth will dominate spring wheat exports from the Dakotas while 
Chicago will attract much or the winter wheat which ts currently 
exported via the Gult Chicago should dominate the export trade 
of wheat originating in 'll'no1s, Coloradc nd Wyoming; the 
southern parts of Wiscons!n, iowa, and Nebraska; nearly all of 
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Missouri; northern Oklahoma; and all of the premier wheat-pro- 
ducing state of Kansas 


Corn moves in much smaller export quantities than wheat 
The Corn Belt is included in the trade territory so corn exports 
to Europe will be dominated by the seaway in summer and fall 
months 


Almost all of the surplus producing area for soybeans is in 
the seaway trade territory. Europe consumes most of our soy- 
bean exports so sizable shifts to the seaway routes are in store 
American soybean exports are minor relative to corn and wheat, 
but they merit separate treatment because of their rapidly in- 
creasing significance 


The major limiting factor on movement of grain and other 
packaged goods via the seaway will be the winter closing of serv- 
ice. This will inevitably have some peculiar and undesirable ef- 
fects on present foreign trade centers such as New York and New 
Orleans 


Economic Results 

The guestion now becomes one of how large a reduction may 
occur in the cost of distributing exported grain. The present ex- 
port rail rate trom Chicago to Baltimore is $,.22 per bushel. The 
cost via laker from Duluth cr Chicago to Butfalo and thence via 
rail to Baltimore is about $.26 per bushel. The estimated ocean 
rate differential of Great Lakes ports over Baltimore on a bushel 
basis was about $. 03 to $.04. Comparing the differential with 
the $.22 rail rate suggests that a saving of $.18 per bushel may 
occur. Even though the ocean rate differential is higher than the 
above estimate, the freight savings will still be very substantial 
On the other hand, the average savings will be much less than 
$.18. Grain produced near the lake shores can save that amount 
But as producing points nearer the rate breakeven line are selected 
the potential freight economies become progressively less. Points 
located right at the breakeven line will, of course, save nathing 
via the Great Lakes route. Therefore, the final savings for grain 
exports to Europe will probably average approximately $.10 per 
bushel. 


Some businessmen are shocked at the magnitude of the appar- 
ent saving and, therefore, have questioned the validity of the con- 
clusions. A review of the sources of freight economies makes 
the predicted figure seem quite reasonable. A major distance 
Saving will result when compared to the present land-ocean mile- 
ages Water transportation is inherently lower cost than land 
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transportation, especially for bulk commodities. Furthermore, 
sizable vessel economies of scale will result. Elimination of two 
transshipments at Buffalo and eastern ports will immediately 
save $.05 per bushel. Not the least important is the fact that ad- 
vantage can be taken of the very low wages of foreign seamen 
Here is one rather unique case where marketing costs can be cut 
through the unorthodox means of replacing American transporta- 
tion employees with lower cost foreign labor. 


Who will receive the savings? Normally we have a choice 
between the farmer, the middleman, and the consumer. In this 
case there will be a fourth claimant. We may benefit Uncle Sam 
and the taxpayers. American wheat exports are subsidized about 
$.75 per bushel to make our artificial domestic prices competi- 
tive with the world price. Thus any savings as far as wheat is 
concerned will merely reduce the size of the government export 
subsidy. The government will cease to be a direct beneficiary if 
federal price supports are brought in line with the world price 


The discussion does not mean that the primary effect of the 
St. Lawrence Seaway will be to cause more grain to mave via lake 
ports. Grain is only one of many products that will move over- 
seas. The savings of domestic land movements and double hand- 
ling of packaged, manutactured products will be even greater than 
for bulk commodities like grain. Rates on imported cargo will be 
just as attractive as rates on exports. One of the most important 
benefits will be preservation of the steel industry in the Ruhr of 
America. Cheap water access will enable Labrador and overseas 
ore to fill the gap created by the diminishing Mesabi range 


Direct Significance To Marketing 

The St. Lawrence Seaway will have some direct and perva- 
sive significance to business marketing. First, there is the re- 
duction in distribution costs of foreign trade. Second is the change 
in directional flows of grain and other goods wits ali o; the con- 
comitant implications 


The third one is particularly important. The seaway wi'l 
vigorously stimulate foreign trade to and from the Midwesc This 
will occur on top of a strong postwar growth trend of forei,n trade 
and a future sharp rise in raw material imports that must occur 
to supply the vast American industrial complex of 1970. The sea- 
way will therefore focus the attention of businessmen and profes- 
sional marketing men on the problems of buying from and selling 
to other countries Foreign trade has been slighted by marketing 
analysts because of the overpowering importance of domestic com- 
merce. In addition to profound economic effects, the St. Lawrence 
Seaway will help foreign commerce come into its own in the eyes 
of American marketing men 


SUMMARIES 
OF SPECIAL INTEREST SUBCOMMITTEE MEETINGS 


ADVERTISING 


Martin Marshall, Chairman 
Harvard University 


No formal program was presented at the meeting of the sub- 
committee on the teaching of advertising. Instead, an informal 
discussion on subjects of interest to the subcommittee members 
was held. 


FOREIGN MARKETING 


John Fayerweather, Chairman 
Harvard University 


Professor Fayerweather opened the meeting with a few com- 
ments on the growing scale of foreign marketing by American 
companies and the need tor the American Marketing Association 
to develop a strong program inthis area. Specifically, he sug- 
gested that the AMA should devote itself to developing a basic 
understanding of foreign marketing programs among the general 
and top management personnel in U. S. companies. He pointed 
out that such organizations as the National Foreign Trade Council 
and the International Advertising Association were doing a thor- 
ough job on the practical level in specific areas, but that there 
was nobody covering the overall field. 


The first speaker of the program was to have been Professor 
D. Maynard Phelps of the University of Michigan. Professor 
Phelps was present, but due to an illness he had completely lost 
his voice and was unable to speak. He had prepared a manuscript, 
however, on the subject, ''The Significance and Meaning of Foreign 
Marketing as a Part of the AMA Program." He observed that 
"foreign marketing should be considered an important part of the 
AMA program", and ''that it should be emphasized from this time 
forward.'' He particularly stressed the opportunities for indoc- 
trinating foreign business people in the marketing function as the 
most dynamic element in the free enterprise system. He observed 
that there is a growing interest in foreign marketing in American 
universities. Commenting on the evolution of foreign marketing 
courses in business schools, he felt that there were at least three 
areas which might be developed: First, foreign trade and invest- 
ments, second, export sales management; third, marketing activ- 
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ities of American subsidiaries abroad 


The second speaker was Professor Harold Kellar of City 
College of New York. Professor Kellar described at consider 
able length the extensive program in foreign marketing and inter- 
national trade which has been developed at the Baruch School. He 
stressed the professional aspects of foreign marketing and the 
variety of skills that a foreign marketer must develop 


Professor Fayerweather introduced the members of the sub 
committee, who described the committee program for the coming 
year. Mr. Montague Yudelman of the Rockefeller Foundation ex 
plained the committee's publication program. Its objective is to 
encourage publication of more material, particularly articles 
describing foreign marketing practices. He observed that he had 
talked with the editors of the Journal of Marketing, and they were 
anxious to cooperate in this program 


Professor Richard Schulz of Hofstra commented on his plans 
for the development of a toreign marketing bibliography. He said 
that he expected to get in touch with teachers in the field shortly 
to get their suggestions. He was thinking in terms of a card sys 
tem biblicgraphy which couid be kept up to date readily and from 
which specific lists could be drawn as needed 


Professor King of MIT stated the objectives of the curriculum 
program. The committee would endeavor, he said, to provide 
advice and suggestions for professors who were setting up ne\ 
foreign marketing programs 


Professor Robert P ase of Rutgers was not present, so Pro- 
fessor Fayerweather explained his program which consists of de- 
veloping a list of companies and individuals who can supply speak 
ers or teaching materials helpful to instructors in fore’gn 
marketing 


The meeting was then thrown open to discussion and a" 4r‘ety 
of suggestions and questions developed from the audience Most 
of these had to do with the publications field. Several men «om 
mented on the lack of materia! descriptive of the practices 
marketing in foreign countries. It was noted that under exc*arge 
professorships, [CA contracts, and other programs, a variety 
of people were spending extended periods abroad, and that thes« 
men would be in a good position to write up what they have seen 
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INDUSTRIAL MARKETING 


Thomas A. Staudt, Chairman 
Michigan State University 


The principal part of the Industrial Marketing Teachers Pro- 
gram was directed to a panel discussion of the topic, "A Reap- 
praisal of the Industrial Marketing Course.'' The panel consid- 
ered three principal aspects of the course with respect to its 
functions and contribution to an overall Marketing curriculum. 


Consideration was given first to the objectives and purpose 
for the course. Thomas Staudt of Michigan State discussed the 
growing interest in industrial marketing, the increasing demand 
from the business community for personnel with a marketing 
background in this area, the differences in the combination of 
promotional strategies of industrial firms compared to consumers' 
goods producers, and the increasing sensitivity of capital goods 
markets to economic growth. 


Professor Ross Cunningham of the School of Industrial Man- 
agement at M.I.T. gave an excellent exposition of the problems 
involved in course coverage. He indicated the basis upon which 
subject matter was selected for a new text in the field of which he 
is a co-author and the ways in which selection of materials would 
be different depending upon course objectives-and the extent and 
scope of other courses offered by the particular institution. He 
outlined, for example, how the course might be structured in the 
event a course in wholesaling was also a part of the curriculum 
and how the character of the course would change if a given in- 
stitution offered only two or three other courses in the marketing 
area 


John Rath of Wayne University discussed teaching methods 
His comments were related to the subjects covered at the pre- 
ceding levels in that he indicated that teaching methods depended 
primarily upon the objectives of the course, subject matter cov- 
erage, and the special abilities of individual instructors. He di-+ 
rected a major part of his remarks to the opportunities presented 
to schools located in large industrial areas where substantial sup- 
port was available trom the business community. He also sug- 
gested how the teaching methods should be adjusted for night 
courses as compared to the typical on-campus daytime offering. 
He discussed, in the above context, the project method, case 
method, lecture and discussion and the use of speakers from the 
business community. Open discussion then followed from the 
floor in which many questions were raised that were related to 
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the peculiar problems of individual instructors and institutions. 


The remainder of the meeting was directed to a progress re- 
port of the industrial marketing bibliography being prepared by 
several members of the committee. This project was reported 
to be quite far along, with the materials expected to be ready for 
publication by late spring. It was stated that the announcement of 
the publication would be made by the central office through the 
task force on bibliographies. Progress was also reported on the 
preparation of a monograph outlining needed research in the field 
of industrial marketing. Questionnaires had been prepared and 
all committee members and others interested in the project were 
requested to send names of people from industry, government, 
and education who would be appropriate recipients of the ques- 
tionnaire. These names were to be sent to Thomas Staudt at 
Michigan State. 


At the close of the meeting, course outlines were distributed 
from representative schools for the benefit of new teachers in the 
field and for the beneiit of older teachers who might want to com- 
pare their own course with others in the field. These outlines 
are available from John Rath at Wayne University in Detroit 


MARKETING RESEARCH 


Robert Ferber, Chairman 
University of Illinois 


The subject of discussion at the meeting of the subcommittee 
on the teaching of marketing research was the relationship be- 
tween research courses and training for research practice in 
industry. A questionnaire had been distributed to representatives 
of industry and teachers in the field. Commenting on the results 


of this survey, Professor Donald F. Mulvihill of the University 
of Alabama expressed the opinion that the course in market re- 
search cannot accomplish ali of the objectives desired by buth the 
industry and academic respondents to the questionnaires. A 


best, the course can only acquaint the student with the types of 
marketing problems which can be solved through obtaining data 
by market research techniques and with an understanding of wat 
these techniques are, their limitations, and their advantages 


The course in market research cannot provide the student 
with communications skills or arithmetic excellence Such vir: 
tues should have been obtained in other courses prior to the taking 
of market research Many skilis should have been obtained before 


238 ADAPTIVE BEHAVIOR IN MARKETING 


the student is ready for this course 


In the first course in market research, we will have done a 
good job if we get the students to appreciate the way in which this 
method may be used to solve problems and help them become in- 
telligent buyers of market research 


The next discussant was Dr. D. F. Blankertz of the Univer- 
sity of Pennsylvania, Dr lankertz commented on the significance 
of the survey findings for the teacher of marketing research. He 
indicated that the teacher is limited somewhat in his coverage of 
materials by the approved course description. In many cases this 
requires considerable emphasis on techniques. Also, he often 
will find that most students enter his course with no intent of prac- 
ticing market research. Undue vocational emphasis may serve 
these students poorly. Moreover, he has, one hopes, academic 
freedom in choosing his texts, his methods, and his goals - with- 
in the broad limits, of course, of faculty course approval. In the 
Wharton School, for example, there are three sections taught by 
three different men using three different texts and quite different 
methods. Each has varied his course often and is free to do so 
in the future. We see no reason for enforcing uniformity 


The survey findings make it possible for a teacher to adapt 
more closely to vocational goals if they wish to do so 


In conclusion, Dr. Blankertz indicated his belief that special- 
ized training should be left to companies and agencies, while in 
university courses the primary objective should be to teach in 
such a way that st dents are stimulated to enter the field 


Along the same lines, Sidney Hollander, Jr. of Sidney Hol- 
lander, Jr. Associates asserted that it is 'absurd'"' to attempt any 
complete matching of research course content and training pro- 
grams for practitioners. This absurdity, he said, is shown in 
two ways 


1. At least two requirements emphasized by the practi- 
tioners -- mathematical comprehension and writing 
ability -- cannot be taught to any major degree in the 
Marketing Research course. If the student does not 
have these skills by the time he enters the course, it 
is unlikely that he will acquire them there 


Because the Survey shows that beginners in practice 
cevote much time to ''constructing graphs", ''coding 
questionnaires", and ''direct clerical work," the 
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Report concludes that ''this points to the wisdom of 
emphasizing techniques in the Marketing Research 
course''; yet these are clerical skills more properly 
taught on the job and the Survey itself shows that 
neither teachers nor practitioners want to vocation- 
alize the Marketing Research course in this extent. 


The university research course, Mr. Hollander said, ''should 
give a background in social science research as this can be ap- 
plied to marketing processes. The small number (of students) 
who go into the practice of marketing research can acquire 
technical skills in specialized advanced courses or, as the Report 
suggest, through on-the-job training arranged jointly through 
business and educational institutions 


The meeting concluded with further informal discussion by 
subcommittee members on the above and related subjects. 


RETAILING 


A. Hamilton Chute, Chairman 
University of Texas 


The topic of the meeting of the Subcommittee on the Teach- 
ing of Retailing was ''Recruiting for Retailing. '' Contributions 
made by subcommittee members included the following: 


The Careers in Retailing Program, Aim, Status, Prospects 
J. W. Wingate (City College of New York) described the de- 


velopment of committees of major store executives for canvass- 
ing other executives' opinions, analyzing and reporting, and mak- 
ing a set of recommendations to 135 larger stores concerning 
betterment of recruitment objectives and methods. Current ac- 
tivities were described and appraised. 


Retailer-Educator Cooperation 

S. C. Hollander (University of Pennsylvania) described de- 
velopment of professional certification programs by British trade 
associations and guilds and appraised their applicability to 
American conditions. 


R R organization of and preparation for 
Retailing Days for high school students as offered at his Univer- 
sity of Buffalo and elsewhere jointly by retail merchants, public 
school coordinators and collegiate staffs. He appraised results 
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and outlined recommendations for improved performance 


Career Opportunities in the Food Field 

E. A. Brand (Michigan State University) described in detail 
conditions contributing to development of specialized training in 
food distribution as offered at his school and elsewhere. He ap- 
prasied the absorptive potential of sectors of the food industry for 
college-trained personnel] 


The Film Over Our Eyes 

K. A. Grubb, Maryland marketing consultant, appraised 
shortcomings of retail enterprises in the light of current develop- 
ments. He castigated conventional methods of teaching including 
fugitive "how to'' techniques. Emphasis was on developing capac- 
ity for independent thought and encouraging initiative and ingeuity 
in facing practical business problems 


Floor discussion revealed other developments and prospects 
in the topical area 


SALES MANAGEMENT 


Richard R. Still, Chairman 
Syracuse University 


The special interest session of the Subcommittee on the Teact 
ing of Sales Management consisted of a panel discussion on the 
topic, 'The Sales Manager and Collegiate Sales Management 
Courses,.'' There were eight members on the panel: Richard R 
Still, (Chairman), Syracuse University; Robert H. Myers, (Vice 
Chairman) Miami University, Richard H. Buskirk, University of 
Oklahoma; James H. Davis, Ohio State University, Samuel C 
McMillan, University of Connecticut, Harold H. Maynard, Ohic 
State University; Henry L. Porter, Standard Oil Company oi In- 
diana; and William J. Stanton, Jr., University of Colorado. Near- 
ly 80 persons were present at the session 


Professor Still opened the discussion by stating that, in the 
opinion of subcommittee members, the content of the modern 
sales management course should reflect the duties and responsi- 
bilities which are actually those of today's sales executives. He 
presented the preliminary findings of a study of the position de- 
criptions of 19 companies. Sets of these job descriptions were 
analyzed to determine specific areas in which the course needs 
improving. Professor Still said five broad conclusions were pos- 
sibie at this time: (1) more work is needed in sales or market 
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forecasting, (2) more attention should be given to the relationship 
between salesmanship and sales management; (3) considerably 
more should be done in analyzing such management functions as 
planning, organizing, coordinating, and controlling as they per- 
tain to sales management, (4) a thorough grounding in marketing 
research is almost an absolute essential for those aspiring to 
positions in the field; and (5) more emphasis should be given to 
the sales executive's responsibilities in regard to advertising, 
sales promotion, and public relations. 


Professor Myers reported upon a study of the nature and 
content of examination materials used in different institutions 
He stated that the final results of this study should be useful in 
appraising the extent to which current courses are preparing 
students for future careers in sales management. Thus far, he 
said, analysis of these materials has revealed a preponderance 
of essay and problem analysis testing. However, at one school 
machine-graded, multiple-choice type questions were used in 
conjunction with the analysis of case problems, thus overcoming 
the need for spending large amounts of time for grading purposes 


Professors Buskirk, Davis, McMillan, and Stanton com- 
mented upon their experiences in attempting to make the course 
more representative of the actual problems faced by the modern 
sales executive 


In general, all agreed that the core of the sales management 
course consisted of those topics relating to personnel management 
of the sales force. However, the consensus was that more em- 
phasis should be given to the treatment of various marketing prob- 
lems specifically from the standpoint of the sales executive. 


Professor Maynard raised the issue of the proper title for 
the course. He said that much confusion ex.sts as to whether the 
name ''Sales Management" is as appropriate as ''Marketing Man- 
agement.'' He challenged the group to distinguish between the 
two labels, and a lively interchange of opinion followed. 


Mr. Porter, representing the National Society of Sales Train- 
ing Executives, described a current NSSTE project which is in- 
tended to increase the eftectiveness of the teaching of salesman- 
ship. He offered to furnish copies of various reports, prepared 
by Professor Bennett and other members of the staff at the Uni- 
versity of Alabama, to any teacher of sales management. 


The chairman closed the session with a brief summary of the 


proceedings and thanked the audience for its interest 
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SELLING 


W. R. Bennett, Chairman 
University of Alabama 


Discussion of the Subcommittee on the Teaching of Selling 
centered around a laboratory manual for use in selling courses 
recently prepared under the auspices of the National Society of 
Sales Training Executives 


Mr. Henry L. Porter, Director of Sales Training and Sales 
Supervisory Development, Standard Oil Company (Indiana) dis- 
cussed the background of the project. He then asked Professor 
W. R. Bennett of the University of Alabama to explain the man- 
ual. Mr. Porter pointed out that the manual was to be used as 
the basis tor the creation of a favorable relationship between in- 
dustry as represented by the members oi the National Society of 
Sales Training Executives, andthe Universities as represented 
by marketing professors. Professor Bennett explained that the 
manual was designed as a teaching tool to accompany any stand- 
ard salesmanship text. He asked for comments and criticisms 
of those present. Copies ot the laboratory manual and Mr. Por- 
ter's report were distributed to those attending the meeting. 


Protessor Kenneth Lawyer of Western Reserve University 
commented on the possible uses of the manual in teac ing 
Situations 


Protessor Rennett reported on the 1956 project of the sub 
committee rotessor Wrigt and his two associates, Proftes- 
sors Simmons and Cantiei 1 prepared a questionnaire con- 
cerning availab.iity of teac’i:ng aids to be sent to company mem- 
bers of the American Marketing Association. Professor Bennett 
presented the results of the tabulation of the answers to the sub 
committee and announced that the report had been submitted to 
the Journal of Marketing tor poss?bie publication 


Mr. Porter explained and presented to the group four pos- 
sible projects ior the subcommittee to undertake in cooperation 
with the Natzonal Society of Sales Training Executives. Protes 
sor Bennett reported that Mr. Whitney of National Sales Execu 
tives had also expressed a willingness to work with the subcom 
mittee Those present received copies otf the proposal of a 
project for joint effort presented by Mr. Porter 


242 


